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DISTRIBUTION OF TAX PAYMENTS BY INCOME 
GROUPS: A CASE STUDY FOR 1948 * 


R. A. MUSGRAVE, J. J. CARROLL, L. D. COOK, AND L. FRANE 


I. THE MEANING OF INCIDENCE 


. SEARCH for quantitative esti- 
‘& mates of tax incidence leads the ex- 
plorer through a wasteland of muddled 
concepts, inadequate theory, and lack 


of data. Nevertheless, the question 
who pays the taxes must be answered 
if taxes are to be raised in accordance 
with the public’s ideas of distributional 
justice and the maintenance of sound 
economic conditions. Although availa- 
ble evidence is discouragingly scarce, 
the economist cannot plead complete 


* This study is a product of a seminar in public 
finance at the University of Michigan, conducted 
during the fall term of 1949 under the direction of 
Professors R. S. Ford and R. A. Musgrave. Members 
of the seminar who contributed to the study were 
J. J. Carroll, L. D. Cook, L. Frane, H. Frisinger, 
H. S. Gordman, C. T. Hardwick, J. Hurwitz, H. 
Jaroche, and J. W. Reher. 

The revision, expansion, and assembling of the 
work was undertaken by the present authors, who 
alone should be blamed for its shortcomings. 

More than on any other source, this study draws 
upon the findings of the Survey of Consumer Fi- 
mances, prepared by the Survey Research Center of 
the University of Michigan in conjunction with the 
Board of Governors of the Federal Reserve System. 

Our thanks are due to members of the staff of the 


absence of information. There is some 
empirical evidence to work with, and 
some conclusions may be reached de- 
ductively. Moreover, the economist 
can be useful in making explicit the 
assumptions underlying a particular 
conclusion. His informed judgment, to 
say the least, should prove a better basis 
of policy than random guesses or politi- 
cal slogans. Thus there is no need to 
apologize for the tentative nature of 
our results. 

In section I the conceptual difficulties 
and limitations underlying a study of 





Survey Research Center, especially George Katona 
and Kent Winter, for their help in supplying and 
interpreting much of the underlying data. Also, we 
are indebted to the Executive Board of the Horace 
H. Rackham School of Graduate Studies of the 
University of Michigan for a grant from the Faculty 
Research Fund. 


EDITOR’s NOTE: Because of the importance of this 
subject and the convenience to users of having the 
whole study published in a single issue, we have de- 
parted from customary restrictions on length of arti- 
cles. A limited number of reprints are available 
from Secretary of National Tax Association, P. O. 
Box 1799, Sacramento 8, California, at a price of 
50 cents each (45 cents each for 20 or more). 
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tax incidence are given brief considera- 
tion. In section II sources of data, as- 
sumptions, and our procedures with 
regard to particular taxes are reviewed. 
In section III we examine the results for 
the “standard case,” based upon what 
appears to us the most likely set of as- 
sumptions. In section IV the signifi- 
cance of alternative assumptions is ex- 
plored, and our results are compared 
with those of earlier studies. Some of 
the underlying data are explained fur- 
ther in the appendix. 

This study, like other attempts at 
quantitative estimation of tax incidence, 
inevitably involves the use of grossly 
simplifying assumptions. Nevertheless, 
it is important to consider first how the 
measurement of incidence should be 
formulated if all empirical difficulties 
could be overcome. Unless we are clear 
as to what it is we wish to measure, we 
are in no position to appraise the merits 
or shortcomings of our statistical re- 
sults. The impatient reader may want 
to skip the somewhat theoretical discus- 
sion presented in the initial section; but 
if he does he should be warned that 
“incidence ” is an ambiguous and far 
from self-explanatory term. 


1. Taxation and Surrender of Resources 


Let us start out from an economy in 
which there is no public budget. Cer- 
tain public services are now to be in- 
troduced. For this purpose, resources 
previously employed to meet private 
demand must be transferred to public 
use. The government may resort to 
two methods of doing this: It may con- 
script or, as done usually, it may go into 
the market and purchase. If the re- 
sources or products are to be purchased, 
various means of finance are available. 
Finance by fees or special assessments is 
feasible for only a small part of public 
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services. The bulk of public services 
must be tax- or loan-financed. Con- 
sider the case of tax finance. The gov- 
ernment must raise a tax yield equal to 
the purchase price of the required re- 
sources or products.’ To simplify, let 
us suppose that the economy is limited 
to two factors of production, @ and 5, 
and to two taxpayers, X and Y. Also, 
let us assume that X is primarily a con- 
sumer of a4 and Y primarily a consumer 
of b. Suppose now that the govern- 
ment is in need of a. It is evident that 
this resource must be surrendered 
largely by X, but it does not follow that 
X rather than Y must bear the major 
burden. Let us suppose that the gov- 
ernment wishes to impose the major 
burden upon Y. The revenue may 
then be obtained from an income tax 
on Y, whose demand for 6 will decline 
as a result. X will find that the price 
of a has risen because of additional pub- 
lic demand for it, while that of 5 has 
fallen because of the shrinkage of Y’s 
demand. Accordingly, he will substi- 
tute 5 for a4 in his consumption pattern. 
Thus he will recoup from Y in the form 
of 5 most of what he has surrendered 
to the government in the form of a. 

As is apparent from this illustration, 
the party surrendering the resources 
required for public use need not be the 
party bearing the major part of the cost 
of the public service. It follows that 
the formulation of tax policy involves 
an inevitable decision as to whose in- 
come should be cut. Considerations of 
income distribution are the heart of tax 
policy. 


2. Nature of Tax Burden 
Suppose now that it has been decided 
1 We are here concerned with exhaustive or real 


expenditures only. Transfer payments, throughout 
this discussion, should be thought of as negative taxes. 











eS SS ee ee a eS 


~~ 


ff 


pon - Jie 4 - fF 4A wR PheRhlUh eS hlUCU UCU 





at 
or 


or 
ay 
ax 
ne 
ice 
b- 
1as 
Y’s 
rn. 
rm 
red 
on, 
ces 
the 
ost 
hat 
ves 
in- 

of 


tax 


ded 


real 
hout 
axes. 





No. 1] 


how much various members of the com- 
munity should contribute to the given 
yield total. There remains the question 
how this desired distribution can be im- 
plemented or how the cost of public 
services will in fact be distributed under 
any given revenue structure. This, 
broadly speaking, is the problem of in- 
cidence. But before considering how 
the distribution of this cost or burden 
can be determined, let us examine more 
closely how the burden concept is to be 
defined. 

It is evident that the term “ bur- 
den of taxation” applies to only one 
side of the revenue-expenditure process. 
Whether a particular revenue-expendi- 
ture combination results in an ultimate 
net gain or loss to the community de- 
pends upon the balance between the 
gains incident to the public use of re- 
sources and the losses incident to their 
withdrawal from private use. The con- 
cept of burden, as here used, refers only 
to the losses incident to the withdrawal 
of resources. Therefore, it does not im- 
ply the existence of a social burden, 
which results only where additions to 
the revenue-expenditure total result in 
a net loss on balance. 

Let us begin with the concept of 
money burden. Given the level of in- 
come before tax, every tax dollar col- 
lected by the government will reduce 
someone’s income after tax by a similar 
amount. This is evident as regards per- 
sonal taxes because they are simply de- 
ducted from income before tax to ob- 
tain income after tax. The case is a 
little more difficult for taxes paid by 
consumers in the form of higher prices. 
To simplify matters, we shall translate 
such taxes into personal taxes and define 
a person’s income net of tax to equal 
his money income received, minus his 
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personal taxes paid, and minus indirect 
taxes imputed to him. 

We may then say that the money 
burden of prevailing taxes upon any 
particular taxpayer equals the differ- 
ence between his actual money income 
net of tax and the money income which 
he would receive in the absence of taxes. 
And if we assume money income before 
tax to be the same with and without 
taxes, it follows that the aggregate 
money burden carried by taxpayers as 
a group is equal to the tax yield. But 
if income before tax differs in the two 
cases, the total money burden will ex- 
ceed or fall short of the tax yield. 

Money burden thus defined is the 
basic concept of this study, but it has 
serious shortcomings. It may, for vari- 
ous reasons, be a poor measure of the 
welfare loss involved, and the measure- 
ment of welfare loss, after all, is the 
raison d’étre for the development of 
any burden concept. Discrepancies be- 
tween “money burden” and “ true 
burden ” may arise for several reasons. 
Two situations may involve the same 
total money burden; yet the true bur- 
den may differ, depending on the dis- 
tribution of the money burden among 
members of the community. Or, as be- 
tween two situations involving similar 
distributions of an equal money burden, 
the total true burden may differ de- 
pending upon what taxes (e.g. personal 
taxes or excises) are used. For similar 
reasons, the distribution of the true 
burden among members of the commu- 
nity may differ from the distribution of 
the money burden. Some individuals 
may, in fact, be subject to no money 


2 The reader will note that it is absurd to assume 
income to be unchanged by tax repeal, if, at the 
same time, public expenditures are held constant. 
See below. 
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burden, yet carry a share of the true 
burden. Consider, for instance, tax- 
payer X in the above illustration. Sup- 
pose that the price increase in commod- 
ity a is matched by a proportionate 
decrease in the price of b. In this case 
X will suffer no money burden; but if 
he prefers a over b, his economic posi- 
tion will be worsened nevertheless. 

For purposes of this study, we shall 
disregard these rather elusive issues and 
consider only changes in welfare as re- 
flected in corresponding changes in 
money income. This omits interesting 
issues but reduces the problem to meas- 
urable form. The burden of taxation 
applicable to any particular taxpayer, 
accordingly, is defined as the difference 
between his actual money income net of 
tax and what this income would be in 
the absence of the tax. ‘This difference, 
we repeat, is defined to include differ- 
ences in money income before tax, dif- 
ferences in personal taxes paid, and dif- 
ferences in excise tax payments imputa- 
ble to the particular taxpayer. 


3. Impact and Adjustment to 
Tax Changes 


In determining the distribution of 
this money burden, two extreme ap- 
proximations suggest themselves. One 
is that each tax dollar rests with who- 
ever carries the statutory liability for 
its payment; the other is that, no mat- 
ter where the initial payment is made, 
the tax liability will eventually be 
shared alike by all members of the com- 
munity. Both propositions are untena- 
ble. The statutory taxpayer will at- 
tempt to recover part of his payments 
by adjusting the terms on which he 
trades in the market. Depending upon 
the type of tax and the market setting, 
he will be more or less successful in 
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doing so. The truth, it appears, lies 
somewhere between the extremes of the 
impact and diffusion theories. We 
must try, as best we can, to deter- 
mine where the burden of particular 
taxes lies. 

As will be shown presently, it is im- 
possible to determine the burden distri- 
bution for any particular tax system 
without reference to the burden distri- 
bution under an alternative system or 
without including the effects of the ex- 
penditure side of the public budget. 
But let us avoid this difficulty for the 
time being and consider the conse- 
quences of substituting a new tax struc- 
ture for a prevailing structure of equal 
yield. 

This change will disturb the prevail- 
ing equilibrium (or alter the prevailing 
disequilibrium) and call forth an exten- 
sive chain of adjustments throughout 
the economy. The chain of adjust- 
ments will extend much beyond the 
points of impact, where old taxes are 
removed and new taxes are imposed. 
The manufacturer who pays a new tax 
will raise his price to the wholesaler and 
the wholesaler to the retailer who, in 
turn, will raise the price charged to the 
consumer; consumers will shift to prod- 
ucts the prices of which have risen less 
or have fallen; wages and profits will 
rise in industries facing increased de- 
mand and decline in industries facing 
reduced demand. These changes will 
bring about further adjustments in the 
budgets of wage and profit recipients 
and so forth. This succession of in- 
duced adjustments, radiating out and 
branching off in all directions, will con- 
tinue until the economy has reached a 
new position of equilibrium.’ 


3 The distinction between new and old taxes is 
clear-cut in a setting in which tax changes provide 
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In the course of this process the in- 
come positions of individuals will be af- 
fected in various ways. Changes in 
Mr. Jones’ income due to direct changes 
in his tax payments are only one among 
many factors. This is frequently over- 
looked, as the shifting process, which is 
but a different term for the process of 
adjustment just described, is thought of 
in terms of a spreading network of in- 
come losses, coming to an end wherever 
any particular part of the tax burden 
stays put. Thus, a seller who is con- 
fronted with an additional excise yield- 
ing a total amount T raises his price but 
sells less.* Accordingly, he finds his 


‘profits reduced (suffers a loss) by an 


amount L,. The consumer, in turn, 
finds the price increased. He reduces 
his purchase but suffers a remaining 
loss L, equal to the increment in price 
times the new quantity bought. The 
workers in the taxed industry may find 
their wage receipts cut and suffer a loss 
L,, and so forth. If we interpret the 
conventional concept correctly, the 
total money burden T is thought of as 
the sum of these losses, while its distri- 
bution is taken to be split according to 
the amounts L,, L,, and L,,. But this is 


not correct. 


The sum of L, + L, + L, will equal 
T only under quite exceptional condi- 
tions. Obviously, there will be no such 
equality in the general case, where the 





the only disequilibrating factor. In a dynamic econ- 
omy, which is continuously in a process of change, 
the distinction between old and new taxes is blurred; 
even old taxes remain part of the economic map and 
hence a factor in the continuous process of adjust- 
ment. 


4To facilitate presentation, the argument in this 
and the following paragraph is in terms of a particu- 
lar tax, and hence absolute incidence, rather than in 
terms of a comparison between two taxes. However, 
the same line of reasoning applies with regard to dif- 
ferential incidence. 
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income before tax is changed in the 
process. But even if income before tax 
is assumed constant, the sum of losses 
will typically exceed T, since taxpayers 
will incur losses while avoiding tax pay- 
ment. Thus the producer, who is sad- 
dled with an excise, will raise his price 
to curtail the burden; but even though 
the tax, as reflected in the price rise, is 
imputed to the consumer, the producer 
is still likely to suffer a decline in 
profits. At the same time, the very 
shift in demand which leads to a decline 
of profits and wages in the taxed indus- 
try, also leads to a corresponding in- 
crease in profits and wages somewhere 
else. The tax adjustment produces a 
series of gains as well as losses.° Denot- 
ing all such gains with G, we have 
T=L,+L,+L1,—G. 

If income before tax is unchanged, the 
excess of income losses over tax yield 
will be offset by gains in another part 
of the system. 


4. Incidence and Effects 


The difference in the distribution of 
the money burden under the new and 
the old revenue structures may now be 
determined by comparing the initial 
equilibrium with that which prevails 
after adjustment to the new tax system 
is completed. Unless total income be- 
fore tax has changed, total income net 
of tax will be the same in both cases. 
The distribution of income, however, 
will differ. This change in distribution, 
as determined by comparing the two 


5 Other gains might result as well. Thus X might 
benefit from a decline in the price of 5, brought 
about by the decline in Y’s demand due to an in- 
crease in Y’s income tax. In order to allow for this 
type of gain or loss, the above definition of change 
in income net of tax must be amended to allow for 
all changes in the prices of consumer goods bought, 
not only for price changes of commodities which 
have been directly subject to an excise change. 
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equilibria, will reflect all the previously 
mentioned gains and losses brought 
about in the course of the adjustment 
process. A comparison of the two equi- 
libria does not permit us to single out 
any particular chain or link in the ad- 
justment process and to determine its 
result separate from that of the remain- 
ing adjustments. Yet, this is precisely 
what most authors, employing the time- 
honored distinction between “ inci- 
dence” and “ effects” attempt to do.° 
This separation, usually appears to 
aim at a distinction between changes in 
income brought about “directly” by 
tax payments (i.e., changes in personal 
and excise taxes imputed to the particu- 
lar individual) and changes in income 
brought about by other phases of the 
adjustment process (e.g., changes in in- 
come before tax or changes in the prices 
of products bought, which do not di- 
rectly reflect indirect tax payments). 
As far as we can see, such a separation 
serves no analytical purpose. For the 
taxpayer as well as the government, 
what counts is how income positions 
are changed on balance by the entire 
tax adjustment. A decline in a tax- 
payer’s wages, brought about by re- 
duced demand for his services is no less 
painful than a decline in his wages 
brought about by an increase in his per- 
sonal tax. Both changes are part of the 
same equilibrating process and can be 
determined only simultaneously. 


If there is any meaningful way in 
which the end result of the tax adjust- 
ment may be divided, it appears to be 


6 Compare, for instance, E. R. A. Seligman, The 
Shifting and Incidence of Taxation, p. 14, and Otto 
v. Mering, The Shifting and Incidence of Taxation, 
p. 3. For a healthy skepticism regarding the differ- 
ence between incidence and effects, see, however, 
Cannan, Edgeworth, and Black, as noted in D. 
Black, The Incidence of Income Taxes, p. 123. 





[Vor. IV 


between changes in the level of income 
before tax and changes in the distribu- 
tion of income net of tax. Both are 
important outcomes of the same tax ad- 
justment, but they may be usefully dis- 
tinguished and be measured separately. 
This distinction, pérhaps, contains the 
kernel of usefulness in the dichotomy 
between “incidence” and “ effects.” 
Resulting changes in the level of in- 
come may be referred to as “ effects,” 
while resulting changes in distribution 
may be referred to as “ incidence” of 
taxation. But if such a distinction is 
made, it must not be forgotten that 
both parts are the result of the same ad- 
justment process and that both encom- 
pass all links and chains in this process; 
the distinction merely applies to differ- 
ent features of the end result.’ 


5. Absolute vs. Differential Incidence 


The reader may wonder why, after 
having defined the concept of burden 
in section 2 in terms of absolute money 
burden, we conducted the discussion in 
section 3 in terms of changes in the dis- 
tribution of the money burden which 
results when one tax system is substi- 
tuted for another. Would it not have 
been simpler to compare income net of 
tax under the given tax structure with 
income net of tax in the absence of 
taxes and thus determine the absolute 
burden distribution of the given tax 
structure? 

Unfortunately, this cannot be done, 
for the simple reason that taxes are the 
counterpart of public expenditures.® 


TIn addition to effects on distribution of income 
and level of employment, one might distinguish fur- 
ther effects, such as effects on capital formation or 


the rate of growth, which are also separately measur- 
able. 


8 Note that we start with a situation in which 
government expenditures are tax financed. Suppose 
now that we start with a situation in which in order 
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In a situation where, to begin with, we 
have public expenditures as well as 
taxes, we cannot “think the existing 
taxes away”—to borrow Wicksell’s 
terms—without either (a) thinking 
public expenditures away as well, or 
(b) substituting some alternative means 
of finance.® 

(a) If we choose the first approach, 
we aim at determining the combined 
incidence of taxation and public ex- 
penditures. That is, we compare the 
situation under the prevailing budget 
with a hypothetical situation in which 
there are neither taxes nor public ex- 
penditures. If the problem is formu- 
lated in this way, two aspects of 
expenditure incidence need to be distin- 
guished. First, we must account for 
changes in the income position of indi- 
viduals which are brought about by the 
expenditure side of the budget; second, 
we must account for the benefits de- 
rived from public services which are en- 
joyed free of charge. 





to maintain full employment expenditures are credit 
financed. We have two lines of reasoning. 

One is to argue that, in the absence of public ex- 
penditures, there would be unemployment of re- 
sources; hence the public employment of resources 
involves no opportunity cost in alternative private 
use. While there is some validity to this line of 
thinking, it is rather unsatisfactory: in a rationally 
conducted economic system, the allocation of re- 
sources for any use, public or private, should always 
be on the assumption of full employment; policies 
aimed at maintaining full employment should (and 
can) be handled as such and so as to be neutral 
with regard to allocation. 

The other line of reasoning is to argue that in 
the absence of the given expenditure program, the 
maintenance of full employment would have been 
secured by alternative expenditures, say transfer pay- 
ments proportional to income. In this case the bur- 
den of public services might be obtained by compar- 
ing the actual situation with one of proportional 
transfer payments. 


9See Knut Wicksell, Finenztheoretische Unter- 
suchungen und das Steuerwesen Schwedens (Jena, 
1896), p. 6 ff. 
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The first problem offers no concep- 
tual difficulty. Changes in money in- 
come due to public expenditures may 
be in the form of direct income sub- 
sidies through transfer expenditures; or 
they may take the form of changes in 
factor income due to changes in the 
over-all pattern of demand. By com- 
paring the distribution of income in the 
pre- and post-budget economies, such 
gains and losses are determined together 
with those stemming from the tax side 
of the budget. If money income before 
tax is the same in both situations, the 
gains and losses thus determined for the 
combined tax-expenditure process will 
show a burden (decline in income net 
of tax) equal to the amount of tax 
yield or expenditure." The compo- 
nent changes in individual income posi- 
tions will show how the total money 
burden, incident to the withdrawal of 
resources from private use, is distrib- 
uted. But note that the result thus ob- 
tained is one of budget incidence, not 
of tax incidence. We cannot obtain 
two separate and additive results relat- 
ing to the tax and expenditure sides 
respectively. 

The second aspect of the expenditure 
problem is more difficult to handle. 
Unless one is willing to follow Adam 
Smith’s rule of thumb that “ benefits 
received are proportional to income re- 
ceived under the protection of the 
state,” there is no simple way in which 
the benefits from general public serv- 
ices may be imputed to particular mem- 
bers of the community. And without 
this, we do not have a complete picture 
of the distributional effects of the pub- 
lic budget. But even though this com- 


10 This refers to goods and service expenditures. 
In the case of transfer payments there will be an 
offset of gains and losses and a zero burden. 
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plete picture may be impossible to ob- 
tain, we may at least derive an absolute 
measure of the distribution of money 
burden by combining the income 
changes which result from both the tax 
and expenditure side of the budget. 

(b) While it is evident that a com- 
plete analysis of incidence must include 
both sides of the budget, it nonetheless 
remains of interest to consider the tax 
side as such. Except for certain minor 
cases of clear-cut benefit taxation, the 
two sides of the budget are the result of 
separate legislation and involve quite 
distinct issues. In expenditure deter- 
mination, the objective is to render cer- 
tain services and to do so efficiently; the 
distributive effects of public demand 
for resources are secondary. In tax 
determination, the distribution of the 
money burden is of primary impor- 
tance. But, if we wish to study the 
incidence of taxation as such, it must be 
recognized that this incidence cannot be 
thought of in absolute terms; an alter- 
native means of finance must be substi- 
tuted when the prevailing taxes are 
“thought away,” and this means that 
the result will necessarily be in differ- 
ential terms. 

The concept of differential incidence 
is not necessarily one of differential tax 
incidence. Suppose, for instance, that 
bank credit is substituted for tax 
finance. If full employment would 
have prevailed in the case of tax finance, 
inflation is bound to result. The com- 
parison, then, will be between the bur- 
den distributions for inflation and for 
tax finance. This, to be sure, is not a 
particularly useful comparison. A 
more useful approach to differential in- 
cidence is to follow the procedure ap- 
plied in section 3 above and to compare 
the incidence of the prevailing tax 
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structure with that of an alternative tax 
structure. In this case, the comparison 
is between the prevailing equilibrium 
and that which would result if the new 
tax structure were substituted. 

While this permits a comparison of 
incidence under any two tax structures, 
a more general measure permitting 
comparison between more than two tax 
structures might be desirable. For this 
purpose, each of the given tax struc- 
tures might be compared with some 
easily definable reference case, say a tax 
structure in which tax payments are 
proportional to income before tax. 
Whatever is done, it appears that a 
meaningful concept of incidence must 
either be formulated in differential 
terms (in which case public expendi- 
tures and their incidence may be held 
constant) or it must be a combined 
measure of tax and expenditure inci- 
dence. 


6. Empirical Difficulties 


We now proceed to a quite different 
level of argument and consider the em- 
pirical difficulties which prevent statisti- 
cal implementation of a conceptually 
proper estimate of tax incidence. The 
limitations are appalling. Economists 
can rarely experiment. They cannot 
switch tax systems or repeal the bud- 
get; and even if they could, they would 
be unable to “hold other things con- 
stant ” while equilibrating adjustments 
took place. Thus our reasoning is 
largely deductive. Occasionally a major 
deductive conclusion may be buttressed 
by empirical observation of the adjust- 
ments that result from a minor change 
in the tax structure. Beyond this, em- 
pirical studies of tax shifting are non- 
existent. In view of these limitations, 
let us now consider how the issues 
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raised in the preceding pages are han- 
dled in this study. 

(a) We do not attempt to trace in- 
cidence by individual taxpayers but 
limit ourselves to a study of incidence 
by spending unit income groups. 

(b) We do not adopt a general im- 
pact or diffusion theory, but attempt 
—in light of accepted theories of mar- 
ket behavior—to make reasonable as- 
sumptions regarding the point in the 
income-expenditure stream from which 
the tax is drawn. By applying these as- 
sumptions to our data, we attempt to 
estimate the final money burden for 
each tax by spending unit income 
brackets. The deductive reasoning un- 
derlying certain important assumptions, 
especially those relating to the shifting 
of the corporation tax, is by no means 
conclusive; in such cases alternative as- 
sumptions are formulated and the re- 
sults compared. 

(c) In considering the equilibrating 
adjustment to any given tax change, it 
is not feasible to trace out the entire 
pattern of gains and losses. We must 
be content to record only items of loss 
associated directly with the sale (or 
purchase) of the taxed commodity or 
service. Items of loss incurred in ad- 
justment to the tax, such as reduced 
profits due to reduced output, are not 
accounted for, and gains and losses 
occurring elsewhere in the system are 
wholly neglected. For example, the 
tule of thumb is used that an excise tax 
should be imputed to consumers in the 
same proportion in which they consume 
the taxed commodity. Changes in 
business profits or in returns to factors 
before tax are disregarded, as are con- 
sumer gains and losses that result from 
changes in the relative prices of taxed 
and nontaxed commodities. 
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From the preceding discussion, it is 
evident that such simplifications can be 
defended only because they are essential 
in order to reduce the problem to em- 
pirically manageable terms. They can- 
not be defended by arguing that the 
resulting concept of money burden is 
endowed with analytical significance 
which it does not possess. There is a 
question of how seriously these over- 
simplifications affect the quantitative 
results. Undoubtedly the resulting dis- 
tortions would be serious if we were to 
measure the incidence of the tax system 
with respect to each individual tax- 
payer; the factors here omitted may 
well be decisive for changes in the in- 
come position of any one person. Since 
we are concerned with the distribution 
of the money burden by income brack- 
ets only, the distortion will be less seri- 
ous. We may presume that a transfer 
of profits from one seller to another or 
an inter-industry change in wages will 
be distributed more or less in line with 
the existing income distribution; and 
the same may be expected to hold for 
consumer gains and losses from a change 
in the prices of commodities not taxed. 
Restated in these terms, the diffusion 
principle has some merit. 

(d) This study does not take into 
account the expenditure side of the 
budget but deals only with the distri- 
bution of the tax burden; and, as shown 
in the preceding discussion, this concept 
can be formulated meaningfully only in 
terms of differential incidence. 

Yet, the results of this study, as pre- 
sented in subsections 1-4 of section III, 
trace the absolute tax yield under the 
given revenue structure to its resting 
place by income brackets. This pro- 
vides us with the type of data presented 
in earlier incidence studies; but it ap- 
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pears to record incidence in absolute 
terms, which, according to our preced- 
ing discussion, is not meaningful. 
Rather, the incidence of the given tax 
structure must be measured in terms of 
its difference from an alternative struc- 
ture. For a reference case we may con- 
sider a hypothetical structure which 
provides for a proportional distribution 
of the money burden. In subsection 5 
of section III an attempt is made to 
provide such a measure of differential 
incidence. 

Admittedly this is little more than a 
gesture of respect to our conceptual dis- 
cussion. The distribution of tax pay- 
ments for the proportional system case 
is arrived at by proportionately allocat- 
ing the given yield total on the basis of 
the same distribution of income before 
tax existing under the impact of the 
given 1948 tax structure. That is to 
say, we disregard the fact that the basic 
distribution of income before tax would 
have differed had a proportional tax sys- 
tem been applied. Again, this is a pro- 
cedure which can be defended only on 
grounds of empirical limitations. 

(e) The study, finally, makes no al- 
lowance for possible changes in the level 
of money (and real) income which may 
result from the tax adjustment. In the 
terminology of incidence and effects 
suggested above, the implicit assump- 
tidn is that the entire result of the tax 
adjustment is measurable in terms of 
incidence, effects being zero. If we 
consider our results in terms of differ- 
ential incidence, this involves the addi- 
tional assumption that the level of in- 
come before tax (as well as its distribu- 
tion) would be the same under both tax 
structures. 

(f) To this list of shortcomings 
others must be added which arise from 
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faulty assumptions or deficient data, 
These will be considered in detail in the 
following section. At this point, the 
reader may despair of the usefulness of 
undertaking a quantitative study of this 
kind. Certainly, a healthy skepticism 
is in order. It should not, however, 
be carried too far. We must remember 
that distributional considerations are of 
major importance in the determination 
of tax policy. Legislators must choose 
between alternative taxes, and it is bet- 
ter that they be provided with part of 
the answers than with none. And, 
where empirical evidence cannot be ob- 
tained, it is important at least that as- 
sumptions be made explicit and be ac- 
ceptable on deductive grounds. 


Il. SOURCES, METHODS, AND 
ASSUMPTIONS 


In this section we present a brief 
summary of the methods by which our 
distribution of tax payments has been 
derived. No detailed calculations are 
presented, but we lay our cards on the 
table and give the reader an opportu- 
nity to familiarize himself with the un- 


derlying data, procedures, and assump- 


tions. Only thus will he be in a 
position properly to appraise the relia- 
bility of our results. 


1. Basic Data: Distribution of Income 


Calendar year 1948 was chosen for 
this study as the latest period for which 
data were available. The first step was 
to obtain a distribution of income by 
income brackets to which tax payments 
might be allocated. The distribution of 
income by spending units, appearing in 
the “*1949 Survey of Consumer Fi- 


nances,” was most appropriate for our 


purpose. Prepared by the Survey Re- 
search Center of the University of 
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Michigan for the Board of Governors 
of the Federal Reserve System, this dis- 
tribution accounts for 50.4 million 
spending units and a total money in- 
come of $176 billion. This income is 
distributed among seven income brack- 
ets, ranging from “under $1,000” to 
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tive tax rates are higher than they 
would be had we used the larger in- 
come base. We decided to use the 
S.R.C. income total because the entire 
study is based upon the S.R.C. distribu- 
tion of income, the distribution of the 
difference between the two income 


TABLE 1 
Basic DisrrisuTIons ror TAx ALLOCATION 


(In per cent) 











Spending Unit Income Brackets (Thousands of dollars) 








Item 75 and 
Under! 1-2 23 34 45 575 ‘ORNS Total 
(1) Money income ............. 2.0 76 8616.1 195 145 173 23.0 100.0 
Consumer expenditures: 
es. cane cgkkban 3.9 03 181 W7 4A 161 175 100.0 
ae rr 2.2 §6 182 200 158 170 212 100.0 
House expenditures: 
BT ree 2.7 88 169 212 1389 150 21.5 100.0 
Me SOMONE. ca bewcdecccsesecs 32 136 240 222 13.7 145 8.7 100.0 
(6) Liquid asset holdings ....... 4.0 70 140 140 110 180 320 100.0 
Consumer expenditures: 
a ROMMOOO:.. caesdniccdeveses 3.9 114 211 229 143 £=141 122 100.0 
(8) Auto transport ........... 3.4 60 121 2.1 165 188 23.1 100.0 
(9) Other transport .......... 1.0 10.1 05 23 133 165 15.3 100.0 
(10) Recreation ..............- 18 50 134 20 151 205 24.1 100.0 
SE i vhadosdcvocvawcsads 4.1 114 205 218 142 146 13.3 100.0 
(12) Alcoholic beverages ...... 9 89 172 225 127 164 214 100.0 
ics I ii ea adeno 0c suas 4.1 96 184 21 147 145 16.6 100.0 
e-POD “n.d. s cows do ccebs 42 SF 178 122 .:342>: BS 19.4 100.0 
OB) Dividends .......6...sc000 1.1 23 3.4 43 3.7 73 779 100.0 
(16) Wage and salary income .... 2.5 92 195 26 175 160 117 100.0 
(17) Wages covered by p.r. tax .. 1. 87 2.7 306 22 128 29 100.0 
(18) Rental income ............. 4.7 8.0 99 115 85 122 450 100.0 





Note: Details do not necessarily add to totals because of rounding. 


Source: Items (1) to (6) were obtained from data of Survey Research Center, University 
of Michigan. Items (7) to (14) were estimated on basis of B.LS. data. Items (15) to (18) were 


estimated on basis of various other sources. 


“over $7,500.” The basic distribution 
is shown in line (1) of Table 1. 

The income total of $176 billion falls 
short of the Department of Commerce 
estimate of personal income for 1948 by 
nearly $36 billion. More than half of 

is amount may be accounted for by 
conceptual differences, the remainder 
being due to statistical discrepancies. 
Since the level of income here used is 
lower, the tax to income ratios or effec- 


For details see appendix. 





1§.R.C. income data do not include an estimated 
$13.0 billion of income in kind and imputed income 
or an estimated $7.0 billion of income to institutional 
and transient population. This leaves an unexplained 
difference of $15.9 billion. To have used the per- 
sonal income figure of the Department of Commerce, 
and to have distributed it by income groups accord- 
ing to the S.R.C. income distribution, would have 
meant making the unwarranted assumption that the 
$36 billion difference was distributed in the same 
manner as the §.R.C. income. In view of the nature 
of the major items that account for the difference, 
there is no reason to assume this. 
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totals being unknown. Moreover, the 
underlying income total is relatively 
unimportant for our purpose, which is 
primarily to estimate the distribution of 
tax payments. Whereas the general 
level of “effective tax rates” (i.e., 
taxes contributed as a percentage of in- 
come received) shown in section III de- 
pends upon the income total used, the 
distribution of the tax bill does not. 
However, in comparing our results with 
those of other studies, an adjustment to 
the Department of Commerce level of 
income will be made. 

The S.R.C. distribution provides no 
breakdown of income above $7,500. 
Nor is it possible to obtain consump- 
tion data for income brackets above 
this level. Hence no attempt is made 
to determine the allocation of tax pay- 
ments among income groups above 
$7,500. While a further allocation of 
tax payments among the higher income 
groups would be of considerable inter- 
est, there are no adequate data on which 
to base such estimates. Also, it is evi- 
dent that tax policy in a high-taxation 
economy, such as lies ahead, will be con- 
cerned increasingly with the middle 
and lower level income range here 
studied. 


2. Basic Data: Distribution of 
Expenditures 


In order to allocate the yield from 
excise taxes and such fraction of other 
taxes as is assumed to be shifted for- 
ward to consumers, it was necessary to 
obtain a distribution of consumer ex- 
penditures by income brackets. This 
information was obtained from two 
sources. 

A distribution of total consumer ex- 
penditures was derived as a residual 
from S.R.C. data providing distribu- 
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tions of income, income tax liability, 
and savings. The resulting distribu- 
tion for total consumer expenditures is 
shown in line (2) of Table 1. Most 
excise taxes and the forward-shifted 
parts of some other taxes, however, do 
not apply to consumer expenditures in 
general but to specific expenditure 
items. Expenditures on specific items, 
in many instances, are distributed in 
a quite different way than are total ex- 
penditures. In order to allocate excises 
as much as possible in accordance with 
the distribution of specific types of con- 
sumption expenditures, a more detailed 
pattern of consumer expenditures was 
needed. The S.R.C. data provide such 
distributions for consumer durables as 
well as for housing expenditures of 
house owners and renters. They are 
shown in lines (3), (4), and (5) of 
Table 1. 

Expenditure distributions for a num- 
ber of further items were derived from 
a series of consumer budget studies con- 
ducted by the U. S. Department of 
Labor from 1946 through 1948. These 
data, which cover a number of selected 
cities only, had to be reworked to pre- 
sent a national picture. Also, they had 
to be assembled into a breakdown of 
items most useful for the purpose of 
tax allocation. The results of this 
rather involved and unsatisfactory pro- 
cedure are shown in lines (7) to (14) 


of Table 1. 


3. Basic Data: Revenue Sources and 


Yield Total 


Total tax revenue collected in 1948 
by all levels of government amounted 
to $57.3 billion. A breakdown of this 
total between levels of government and 
among revenue sources is shown in 


Table 2. 
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TABLE 2 
Tax CoLiectTions In 1948 


(In millions of dollars) 











Tax Collections 
Federal 
(1) Personal income tax ......... 18,045 
(2) Corporation income tax ...... 12,920 
(3) Excises and customs, total .. 7,912 
Me SEMEN og hs coccesweescts® 2,177 
Se? PONS, cab Sicccds sede ewe 1,312 
(6) Automotive ............... 1,279 
Te er ae 640 
(8) Transportation ............ 610 
(9) Communication ........... 512 
Se EMME Tas pececkasonry see 463 
it) 6 Electrical .........cccscces 265 
RS MNS 2 Paras, win’ xb hane pe 8o 115 
(13) Other excises .............. 129 
Se CUONIND “oh. vc ccecceswccce 410 
(15) Estate and gift .............. 900 
PE CMU ines <i cencccdcapseewes 4,015 
(17) WIRE eke ccikvasobeecene’ 43,794 
State and Local 
(18) Personal income tax ......... 499 
(19) Corporation income tax ...... 699 
( Excises, total ............... 6,093 
ma). «= Automotive ......:...sces- 1,989 
(22) General sales .............. 1,899 
RY ME oko, o's ncn cseeeeeut 545 
Be PDO givin d's ccsievodie was 365 
a 202 
a) 6©Amusoment ...........00.- 184 
ep: Pibiie white ......ckcccccs 267 
(28) Other excises .............. 642 
(29) Property taxes ............... 6,064 
(30) Inheritance taxes ............ 197 
(31) ROME au kd ewan cece epnedun 13,552 
(32) Grand total, all levels . 57,344 





Sources: Lines (1), (2), (14), (19), (29), and 
(30) from Survey of Current Business, July, 
1949, Table 8. Lines (3) through (13) from 
Bureau of Internal Revenue, Release 7, Febru- 
ary 23, 1949. Line (16), Survey of Current 
Business, July, 1949, Tables 34 and 35, and 
Social Security Agency, Annual Report (ad- 
justed to calendar-year basis). Line (18), State 
Finances, 1949, U. S. Bureau of the Census, 
August, 1949. Lines (20) through (28), U. S. 
Bureau of the Census, State Tax Collections in 
1949 (G-SF49, No. 4, August, 1949) ; fiscal year 
figures converted to calendar-year basis by 
averaging fiscal 1948 and 1949. No serious dis- 
tortion is involved in this averaging, since the 
mage during the period was less than 7 per 
cent. 
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4. Tax Allocation: Personal Income 
Tax 


In prior studies one of the most se- 
rious difficulties arose in the allocation 
of personal income tax payments by 
family or spending unit income brack- 
ets. A distribution of income tax 
payments by brackets of taxable in- 
come may be readily obtained from the 
Treasury’s Statistics of Income, but 
there is no simple way of moving from 
a distribution of this type to a distribu- 
tion by family or spending units. -In- 
come splitting and other tax adjust- 
ments result in quite different patterns 
for the two distributions. Fortunately 
the need for constructing a bridge be- 
tween the two has been obviated by the 
S.R.C. data which provide us with a 
percentage distribution of Federal in- 
come tax liabilities of spending units 
by income brackets.” 

A distribution of state and local in- 
come tax payments was not available 
from the S.R.C. data. As state income 
tax exemptions are considerably higher 
and rates less progressive, the Federal 
distribution could not be used in allo- 
cating the state taxes. While there are 
distinct differences among the income 
taxes of various states, it was not feas- 
ible to estimate separate distributions 
for each of the thirty-five state income 
tax laws. As an approximation, the 
distribution of the Wisconsin income 
tax yield by spending unit income 
brackets was estimated and this distri- 
bution was used to allocate the entire 
yield of state income taxes. 

The resting place of the entire per- 
sonal income tax is assumed to be with 
the individual upon whom the statu- 
tory liability is imposed. Following 


2 This distribution is shown in Table 7. 
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generally accepted practice, we apply 
an impact theory to the incidence of 
this tax. Yet, it is quite conceivable 
that income tax payments in some in- 
stances may result in a rise in income 
before tax. Reward for professional 
services, the supply of which may be 
adjusted in small increments and which 
are highly specialized, may be a case in 
point. Collective bargaining demands 
may be directed at take-home rather 
than gross pay. Business income de- 
clared under the personal income tax 
may be subject to the same shifting 
considerations as apply to the corpora- 
tion tax. Nevertheless, we can be 
fairly certain that such adjustments are 
the exception rather than the rule. 
Moreover, it seems impossible to estab- 
lish any working hypothesis as to how 
much might be passed on at various in- 
come ranges. In the absence of an 
alternative formula, it seemed best to 
retain the conventional assumption that 
the tax stays where it is imposed. 


§. Tax Allocation: Corporation Income 
Tax 


In determining the allocation of the 
corporation income tax yield a number 
of different problems arise. First, it 
must be decided whether the tax is 
shifted; if so, by how much and in 
what direction. Next it must be de- 
cided how to distribute the part of the 
tax which is assumed to fall on profits. 
Finally the shifted parts of the tax must 
be allocated. 

Shifting Assumptions—Economists 
with few exceptions have held that the 
corporation tax cannot be shifted. 
Under pure competition there are no 
profits and hence no tax is paid. Or, if 
profits arise from efficiency differentials 
between firms, no such profits are 
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earned by the marginal firm. Since the 
price is set by the marginal firm which 
pays no tax, the tax cannot be reflected 
in a higher price. Under monopolistic 
conditions the firm which sets the price 
does pay a tax. But since a tax on 


profits does not alter the price at which 


profits are maximized, the seller will do 
best to remain at his prevailing (opti- 
mum) position and to absorb any tax 
imposed on profits. 

This line of reasoning has been ac- 
cepted consistently by the profession 
and has been objected to with equal 
consistency by the “ practical man” 
who stoutly maintains that he does add 
his corporation tax to his price. Some 
reconciliation is provided by certain 
obvious exceptions to the academic rule. 
First, the tax base may not be pure 
profit in the economist’s sense but may 
include wages of management, return 
for risk taking, interest on equity cap- 
ital, and other nonrent incomes. To 
the extent that this is the case, the tax 
is a cost item and will be reflected in 
price. Second, imperfections in the 
tax law inevitably lead to differential 
burdens among various enterprises and 
industries. And where this is the case 


(i.e. the tax is not truly general), price 


adjustments must follow. Third, cor- 
poration management may not charge 
the highest price which the market will 
bear. This restraint may reflect an ef- 
fort to maintain consumer good will or 
a notion that profits should not exceed 
a “fair” level (the modern version of 
the old concept of just price); or 
prices may be held down merely to ap- 
pease anti-trust authorities. 

The extent to which such adjust- 


ments are possible will depend on 


market conditions, but the widely held 
view that there will always be more 
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shifting in a seller’s market is not as 
obvious as it appears.® 

In addition to the situations de- 
scribed above where forward shifting is 

ible, there are situations in which 
backward shifting may occur. Con- 
sider for instance a situation where the 
spoils of profit exacted from the con- 
sumer are shared by the seller and a 
strong union. In this case wage de- 
mands depend upon profits net of tax, 
and a change in tax may well be re- 
flected in a change in wages. In all 
these cases the theorist will readily ad- 
mit that the imposition of a corporation 
income tax may lead to price or wage 
adjustments so that the no-shifting 
tule does not apply. 

Some other lines of argument need 
concern us less. One is the practical 
man’s contention that “the pricing 
process does not conform to economic 
theory.” The businessman, we are 
told, will treat the tax as if it were a 
cost. That is, he will include the tax 
in his computation of average costs to 
which then is added a “ customary ” 
profit (net of tax) margin in order to 
obtain the price. What gives rise to 
the “custom ” is, of course, the crux 
of the problem. Its existence either re- 
flects the presence of voluntary re- 
straint as noted above, or it must be 
that such a margin is a measure, how- 
ever imperfect or lagging, of optimum 
profits. If the latter is true, the argu- 
ment breaks down. ‘The customary 
Margin, sooner or later, will be ad- 
justed to a change in market data so as 
to maximize profits. Sellers will find 


3To argue that there will be more shifting in a 
sller’s market it must be shown that the tax has 
more bearing on price policy, not merely that it is 
easier to raise prices. The situation may be the re- 
Verse if the case for shifting is based on the “ re- 


Strained use of monopoly power” argument. 
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out, sooner or later, that adding the tax 
does not pay and the margin will be ad- 
justed accordingly. 


A final argument refers to shifting in 
the long run and is frequently com- 
bined with the no-shifting rule for the 
short run. While the tax is held to fall 
on profits in the first instance, it is sug- 
gested that this will result in a decline 
in capital formation. The decline in 
capital formation in turn will result in 
lower productivity and hence bear upon 
the standard of living of the entire 
community, including wage as well as 
profit recipients. Thus the resulting 
burden is distributed more broadly in 
the long run, even though the short- 
run incidence of the tax is on profits 
only. 

In evaluating this argument, one 
would have to determine first whether 
the level of capital formation would be 
affected significantly by a corporation 
tax of the 1948 rate level, given the 
economic conditions which then pre- 
vailed. But let us suppose that capital 
formation does decline. It follows that 
the community’s real income in the 
future will be lower than it otherwise 
would be. On the assumption that the 
lower level of capital formation will 
not be permitted to reduce the level of 
employment, a larger fraction of the 
economy’s output will come to be con- 
sumer goods. This result is extremely 
difficult to appraise; we have no way by 
which to match the loss of real income 
due to lower productivity with such 
gains in satisfaction as might be de- 
rived from a higher level of immediate 
consumption. Welfare theory, as it 
now stands, does not permit us to define 
an optimum rate of capital formation 
in this sense. 


Nor is it an easy matter to assess the 
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distributional effects of the change to- 
ward a higher consumption economy. 
The productivity of labor will be less 
than it would have been had there been 
more capital formation. The produc- 
tivity of capital will be higher than it 
would have been had the capital stock 
been larger. The lower productivity of 
labor is applied to the same labor sup- 
ply as would have existed otherwise, 
whereas the higher productivity of cap- 
ital is applied to a smaller capital stock. 
There may be a presumption that the 
profits share in national income will 
have increased as a result of these ad- 
justments, but no firm conclusion can 
be drawn on a priori grounds. The re- 
sults will depend upon the particular 
circumstances of the case. It seems that 
the long-run argument is rather incon- 
clusive and that not much is lost by 
neglecting it in this study. 

By and large, it may be concluded 
that the academic view remains es- 
sentially correct. But certain excep- 
tions should be allowed for, especially 
under conditions of a seller’s market 
such as prevailed in 1948. Since this is 
a controversial matter and the corpora- 
tion tax is of great quantitative im- 
portance, the testing of a number of 
shifting hypotheses seemed desirable. 
Thus we may determine the extent to 
which the results depend upon any par- 
ticular assumption, and the reader who 
disagrees with our judgment will be in 
a position to choose the assumptions 
best suited to his own appraisal of the 
problem. 

Accordingly, the allocation of cor- 
poration tax payments by income 
groups was estimated on the basis of 
three shifting assumptions. First, it 
was assumed that one-third of the tax is 
shifted forward to consumers and one- 
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eighth of the tax is shifted backward to 
the wage earners, the remainder falling 
on profits. This is considered the 
standard case. While these particular 
ratios are more or less arbitrary, a 
choice of what seemed the most likely 
set of assumptions had to be made. In 
addition, two limiting cases are con- 
sidered. One involves the assumption 
that the entire tax is shifted forward to 
consumers and the other the assump- 
tion that the entire tax remains on 
profits. A third limiting case of com- 
plete backward shifting did not seem to 
warrant investigation; it is not suffi- 
ciently realistic, and the results would 
not differ greatly from those obtained 
with complete forward shifting. 

Treatment of Retained Earnings.— 
Were it not for the problem of retained 
earnings, the part of the tax which is 
assumed to fall on profits could with- 
out further discussion be imputed to 
shareholders. The fact that corpora- 
tions retain a substantial part of their 
profits complicates matters. It cannot 
be assumed that taxes falling on profits 
will be reflected entirely in reduced 
dividends; rather they must be spread 
between dividends and retained earn- 
ings. The part imputed to dividends 
may be traced to shareholders, but the 
allocation of the remainder requires 
closer consideration. 

Two possibilities suggest themselves: 
We may either disregard the part of the 
tax which falls on retained earnings or 
we may impute it to the shareholders, 
along with the tax component which is 
taken to fall on dividends. The former 
procedure has the disadvantage that a 
considerable part of the total tax yield 
is not accounted for; the latter has the 
disadvantage of implying the rather 
unrealistic assumption that taxes paid 
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out of retained earnings are, in effect, 
taxes paid by shareholders. Since some- 
thing may be said for either assump- 
tion, the corporation tax was allocated 
on both grounds. For purposes of the 
standard case the tax allocated to re- 
tained earnings was imputed to share- 
holders, so that the total yield may be 
accounted for. 

Six Cases Distinguished—Our two 
assumptions regarding the treatment of 
the tax on retained earnings may be 
combined now with the above three as- 
sumptions with regard to shifting. 
This gives us six distinct cases for the 
allocation of the corporation tax. The 
assumptions applicable to these cases 
are summarized in lines (6) to (9) of 
Table 3. 

In all cases we begin with the data as 
reported for 1948 and shown in lines 
(1) to (5) of the table. Profits for 
the year amounted to $34.7 billion. 
Income taxes collected from corpora- 
tions amounted to $13.6 billion, leaving 
profits net of tax of $21.1 billion. Of 
this, $7.9 billion was paid out in divi- 
dends and $13.2 billion was retained. 

Following the shifting assumptions 
of Case A, $1.7 and $4.5 billion of the 
yield are imputed to wage earners and 
consumers respectively. The remainder, 
or $7.4 billion, is taken to fall on profits. 
Of this, $2.2 billion is assumed to be 
reflected in reduced dividends and $5.2 
billion in reduced retentions; that is, in 
the absence of a corporation tax, dis- 
tributions and retentions would have 
been correspondingly higher. Alloca- 
tion between the two is based on ob- 
servation of past movements of profits, 
dividends, and retained earnings which 
suggest that changes in profits will be 
apportioned among dividends and re- 
tained earnings on a 3 to 7 basis.* 


Since the stockholders are thus deb- 
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ited with tax payments made for them 
by the corporation, they must be cred- 
ited on the income side of their ledger 
with a corresponding amount. Thus 
$2.2 billion of tax allocated to divi- 
dends must be imputed to shareholders 
because, in effect, this tax constituted 
part of dividend receipts before tax. 
In Case A, where retained earnings are 
to be accounted for, we must further 
impute the tax of $5.1 billion which 
was allocated to retained earnings as 
well as the remaining retention of $13.2 
billion. The total imputed income to 
be added to stockholders’ money income 
thus amounts to $20.6 billion. Such 
imputed income is not allowed for in 
the S.R.C. distribution of money in- 
come. The latter must be adjusted ac- 
cordingly to permit us to obtain a 
meaningful ratio of taxes paid to in- 
come received. The adjusted distribu- 
tion is shown in lines (10) and (11) of 
Table 6 below.® 





4 There are two bases for breaking down the tax 
between the part falling on undistributed profits and 
the part falling on dividends. One basis is according 
to distribution of profits between undistributed 
profits and dividends in 1948. This breakdown was 
62 per cent to undistributed profits, 38 per cent to 
dividends. Another basis is according to distribution 
of marginal profits between undistributed profits and 
dividends. Additions to profits were examined year 
by year to see in what proportion they were divided 
between retained earnings and dividends. If changes 
in dividends are compared with changes in profits 
for those years between 1934 and 1948 when profits 
rose, it may be noted that changes in dividends are 
in most cases between 14 per cent and 25 per cent 
of changes in profits. This suggests a marginal rate 
of distribution of about 20 per cent. The change 
between 1947 and 1948 was exceptional, however, the 
change in dividends being 43 per cent of change in 
profits. In the light of this information, 30 per cent 
of the tax was assumed to fall on dividends. We 
thus adopt a ratio which does not differ greatly 
from the 1948 allocation. Some allowance is made 
for the fact that between 1947 and 1948 the mar- 
ginal rate of distribution of dividends was higher 
than it usually has been. 


5 The adjusted distribution, strictly speaking, is 
not applicable to the unadjusted bracket limits. In- 
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Case B involves the same shifting as- 
sumptions as Case A, but retained earn- 
ings and the tax thereon are disre- 
garded. Shareholders, accordingly are 
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departure. This raises certain difficul- 
ties, as there is an implicit assumption 
that underlying economic conditions 
differ from those assumed to prevail in 


TABLE 3 
ASSUMPTIONS FOR CorPORATION INCOME Tax 
(Money amounts in billions of dollars) 








Cases 





Cc D 





Reported data 
(1) Profits before tax 
(2) Tax collected from corporations .. 
(3) Profits after tax 
(4) Dividends 
(5) Retained profits 
Shifting assumptions 
(6) Per cent absorbed by profits 
(7) Per cent absorbed by wage earners 
(8) Per cent absorbed by consumers .. 
(9) Are retained earnings allowed for? 
Allocation of tax (amounts) 
(10) To dividends 
(11) To retained earnings 
(12) To wage earners 
(13) To consumers 


(14) Total accounted for 


Imputed income (amounts) 


(15) From tax on dividends 
(16) From tax on retained profits .... 
(17) From retained profits 


(18) Total imputed 


34.7 34.7 
13.6 13.6 
21.1 

79 79 


4.1 
9.5 
13.2 


2.2 26.8 





* Standard case. 


Note: Details do not necessarily add to totals because of rounding. 
Source: Survey of Current Business, July, 1949, Tables 8, 17, 19, 20, 21. 


debited with a tax of only $2.2 billion 
(i.e. the part of the tax on profits that 
is taken to be reflected in reduced divi- 
dends), and their income is credited by 
a similar amount. 

In Case C the entire tax is taken to 
fall on profits, but the reported data 
for 1948 are again used as the point of 





stead of referring to “spending units in the, say, 
$4,000 to $4,999 group” we should say “ spending 
units which fall between the unadjusted bracket 
limits of $4,000 to $4,999.” 


Case A. Otherwise, since the entire tax 
is now assumed to fall on profits, the 
gross profit figure could not be the 
same as in Case A where part of the tax 
was shifted. Proceeding in a manner 
analogous to our reasoning in Case A, 


6 For any given economic situation, gross profits 
will differ, depending on whether part of the tax is 
shifted or not. Since gross profits in Table 3 are 
taken to be the same for all shifting cases, it must 
be that underlying economic conditions are assumed 
to differ. Differences in the burden distribution for 
the different cases, therefore, reflect differences in 





rd 


otto a 


1? 2g 


No. 1] 


we now debit shareholders with tax 
payments of $13.6 billion and credit 
them with imputed income of $26.8 
billion. The data for Cases D to F are 
set up in a similar fashion, as may be 
seen from Table 3. 





underlying economic conditions as well as differences 
in shifting. 

An alternative procedure might be followed which 
would remove the obstacle of implied differences in 
basic economic conditions, so that the measure of 
differential incidence would not have to be impeded 
by extraneous differences in the general economic 
situation. Suppose the standard case is taken to be 
the true one, ie., that one-third of the tax is shifted 
forward and one-eighth back. Observed gross profits 
are $34.7 billion. Deducting shifted taxes, we find 
that profits net of shifted tax are $28.5 billion. The 
picture for the standard case is exactly the same for 
both methods. Now we work out the other five 
cases with the same shifting and retained earning as- 
sumptions shown in the table. But instead of start- 
ing from given gross profits, as in the text method, 
we take net profits of $28.5 billion as the common 
starting point for all cases. With this method, taxes 
would be distributed between groups exactly as with 
the previous procedure. But income additions would 
differ in cases C, D, E, and F. These differences in 
income would be traceable to the fact that retained 
profits would turn out to be different, and so would 
dividends. In Case C, for example, gross profits as 
well as net profits would be $28.5 billion since it is 
assumed that there is no shifting. Under the text 
method, gross profits in Case C were $34.7 billion, 
to equal the observed figure. The difference in 
profits net of shifted tax leads to a fall in retained 
profits of $2.1 billion from the figure applicable 
under the text method, and a fall in dividends of 
$3.1 billion. Thus income additions under the alter- 
native method will fall short of those under the text 
method by $5.2 billion. 

The difficulty with this procedure, however, is that 
we do not know to begin with which shifting as- 
sumption—and hence which interpretation of gross 
Profits—is the correct one. And the results under 
the alternative method will differ, depending upon 
which case is chosen as the starting point. The pro- 
cedure used in the text has the advantage that the 
results, in each case, are based on the reported figures. 
It shows how the burden of the tax would have been 
distributed had one or the other shifting assumption 
(and the implicit interpretation of profit position in 
the absence of a tax) been correct. However, in 
comparing the results under the various cases we 
must be careful to note that differences not only 
reflect different shifting assumptions but also different 
interpretations of the underlying economic situation. 
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Allocation of Tax Components.—We 
may now consider how the various com- 
ponents of the corporation tax are 
distributed by spending unit income 
brackets. 


The part of the tax allocated to 
shareholders is distributed according to 
an estimated distribution of dividend 
income, and the allocation of imputed 
income is carried out on the same basis. 
The distribution of dividend receipts 
was derived from a distribution of divi- 
dends by taxable income brackets, avail- 
able in the Treasury’s Statistics of In- 
come for 1947. In the absence of 
better information, it was assumed that 
this 1947 distribution applies for 1948 
as well. The distribution by taxable 
income brackets had then to be trans- 
lated into a distribution by spending 
units, comparable to the S.R.C. data. 
The results of this procedure, which in- 
volves a good deal of difficulty and pos- 
sible error, are shown in line (15) of 


Table 1. 


The forward-shifted part of the cor- 
poration income tax was treated simi- 
larly to excises, as discussed below. 
Where possible the forward-shifted part 
of the corporation tax was allocated to 
specific items of consumer expenditure, 
about 12 per cent of the total being 
treated in this fashion. The remainder 
was distributed among income brackets 
in accordance with the distribution of 
total consumer expenditures shown in 


line (2) of Table 1. 
The backward-shifted part of the 


corporation income tax was allocated in 
accordance with a distribution of wage 
and salary incomes by spending units. 
This distribution was estimated again 
from S.R.C. and Statistics of Income 
data and is shown in line (16) of Table 
1. As in the case of dividends, the 
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derivation of the wage and salary dis- 
tribution is subject to a considerable 
margin of error. 

State Corporation Taxes.—In deter- 
mining the allocation of the corporation 
income tax the share levied at the state 
level is treated as though it were 
distributed between income brackets 
exactly like Federal taxes. This in- 
troduces some inaccuracy, since in all 
probability state corporation taxes are 
less progressive than Federal taxes; 
items other than net income are fre- 
quently included in the state tax base. 
The above procedure was adopted be- 
cause it was not feasible to submit each 
of the state taxes to separate treatment. 


6. Tax Allocation: Excises Taxes* 


Total excise and sales taxes are in- 
cluded in this study, no exception being 
made for such “ benefit taxes ” as state 
gasoline levies. It might be argued 
that such earmarked taxes are tied to 
specific expenditure purposes and that 
the concept of differential incidence 
cannot be applied, the only feasible ap- 
proach being in terms of a combined 
tax-expenditure incidence. While there 
is some merit to this view, the line is 
difficult to draw; and it was decided to 
include all taxes without distinction. 

Excise and sales taxes of all kinds 
are assumed to be entirely shifted for- 
ward to the consumer. As noted in 
section I, this disregards the resulting 
interindustry shifts in profits and 
wages. Short of a much more elabo- 
rate analysis, there is no way in which 
such adjustments can be allowed for. 
And, as noted before, it does not seem 
unreasonable to assume that such shifts 


7 The term excise is here used loosely to include 
all kinds of taxes assessed largely or wholly on gross 
receipts, sales, or production costs. 
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will produce no major changes in the 
distribution of income by brackets. 


The yield of indirect taxes, therefore, 
is allocated by spending unit income 
brackets in accordance with the dis- 
tribution of consumer expenditures, 
Wherever possible, ‘excises are assigned 
to specific expenditure items and dis- 
tributed in accordance with the specific 
expenditure patterns shown in lines (7) 
to (14) of Table 1. Where no such 
assignment was possible, as in the case 
of customs duties, the allocation is made 
according to the general distribution of 
consumer expenditures shown in line 
(2) of the table. 

In certain cases the entire tax can be 
assigned to a specific category of ex- 
penditures. Thus, proceeds from liquor 
and tobacco taxes can be distributed 
wholly in accordance with the respec- 
tive distributions of consumer expendi- 
tures. In other cases, e.g. automotive 
taxes, it was necessary to estimate a 
breakdown of the yield between that 
part reflected directly in automotive 
expenses of the consumer and another 
part entering into the costs of operat- 
ing business in general. The former 
was allocated in accordance with auto- 
motive expenditures of consumers; the 
latter was assigned according to the dis- 
tribution of total consumer expendi- 
ture. A summary of the amounts of 
excises allocated to specific expenditure 
categories is shown in Table 4, which 
also provides similar information for the 
forward-shifted part of the corporation 
income tax. 

The distribution for total consumer 
expenditures shown in line (2) of 
Table 1 was obtained directly from the 
§.R.C. data. The specific distributions 
shown in lines (7) to (14), on the 
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other hand, involved extensive adjust- 
ments in the B.L.S. data. Therefore the 
advantage gained by allocating excises 
according to expenditure patterns for 
specific items may be cancelled by the 
lesser reliability of these distributions. 


TABLE 4 


ALLOCATION oF Excise Taxes BY EXPENDITURE 
PATTERNS 


(In millions of dollars) 








Forward- 
shifted 
Part of 

Corporation 
Tax f 


Excises * 





Allocated 
According 
to Table 1: 


State 
and 
Local 


Federal 





Line 1,890 
Line 409 
Line ) 601 994 
Line me 
Line 165 
784 
583 
134 
134 


6,093 


2,173 


4,540 





* For explanations, see appendix, Table 19. 
+ Standard case. 


An alternative allocation of excise taxes 
was prepared in which all specifically 
allocated taxes were redistributed ac- 
cording to the pattern for total con- 
sumer expenditures. As shown in sec- 
tion IV, the results do not differ greatly 
from those obtained by the more de- 
tailed method. 


7. Tax Allocation: Property Tax 


Allocation of the property tax raises 
numerous difficulties. Since this tax is 
of great importance, especially for the 
distribution of the tax burden among 
the lower income brackets, these diffi- 
culties must be set forth in some detail. 

Allocation of Tax by Category.— 
Notwithstanding the scarcity of data, 
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it seemed desirable first to determine the 
principal categories into which the 
property tax yield should be divided in 
order to permit us to apply reasonable 
shifting assumptions to the component 
parts. 

Accordingly, the total yield was di- 
vided into fourteen component parts. 
The first division is between taxes paid 
on real estate and taxes paid on personal 
property. The tax on real estate is sub- 
divided into taxes paid on owner-occu- 
pied homes, leased residential property, 
business property, and farm property. 
In each case a further division is made 
between tax on assessed land value and 
tax on assessed value of improvements. 
The tax yield allocated to personal 
property is divided between property 
held by farmers, businesses, and non- 
farm individuals. In each case, a fur- 
ther distinction is drawn between tax 
on tangibles and tax on intangibles. 

The estimated distribution of the 
property tax yield according to these 
categories is shown in column (1) of 
Table 5. The reader who is at all fa- 
miliar with the paucity of data in this 
area will be aware that this implies a 
great deal of conjecture. While there 
is fairly adequate information to sup- 
port the over-all allocation between real 
estate and personal property, informa- 
tion on which to base the further allo- 
cation of real estate taxes is more 
limited, and there is little if any basis 
on which to estimate the breakdown of 
the yield total that is derived from per- 
sonal property. The detailed break- 
down, shown in Table 5, therefore, 
should not be taken to imply that we 
are in a position to defend each figure 
shown. In some instances, it is merely 
a matter of making our assumptions 
explicit. Changes in the distribution of 
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property tax payments which might re- 
sult from alternative yield allocations 
are explored in section III. 

Shifting Assumptions.—We now pro- 
ceed to consider what shifting assump- 
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housing by home owners, as shown in 
line (4) of Table 1. The tax on busi- 
ness property is distributed in accord- 
ance with the distribution of dividend 
payments shown in line (15) of Table 


TABLE 5 
ALLOCATION OF Property Tax YieLtp By Type or Property * 
(In millions of dollars) 








Type of Property 


Allocated 


Yield 
According 





to Table 1, 


CaseAt CaseB Case C line: 





Real Estate: 


(1) Farm, land 

(2) Farm, improvements 

(3) Business, land 

(4) Business, improvements 

(5) Rental, land 

(6) Rental, improvements 

(7) Owner-occupied residential, land 


(8) Owner-occupied residential,improvements 1,330 


(9) Total, real estate 


Personal Property: 
(10) Business, tangible 
(11) Business, intangible 
(12) Farm, tangible 
(13) Farm, intangible 
(14) Non-farm, tangible 
(15) Non-farm, intangible 


(16) 
(17) 


Total, personal property 
Total, real and personal 


434 
217 
322 
643 
412 
823 
670 


434 
217 
506 
759 
374 
561 
670 
1,330 


4,851 


434 


175 
175 
57 
58 


525 





6,064 





*For sources and explanation see appendix. 


+ Standard case. 


tions to apply to each of the fourteen 
parts of the property tax and what pat- 
tern of allocation to use. These pat- 
terns are also summarized in Table 5. 
To the extent that the real estate tax 
is assessed upon the value of land, it is 
assumed to rest on the owner. This is 
in accordance with the principle that a 
tax on land cannot be shifted, since rent 
is not a determinant of price. The tax 
on owner-occupied residential property 
is allocated in accordance with the 
S.R.C. distribution of expenditures for 


1. For leased residential and farm 
property the distribution of the tax 
corresponds to the distribution of rental 
income shown in line (18) of Table 1. 

To the extent that the tax on real 
estate is assessed upon the value of im- 
provements, it may or may not be 
shifted depending upon the type of 
property. In the case of owner-occu- 
pied residential property, this part of 
the tax is again taken to rest on the 
owner. As in the case of land value, | 
the tax is distributed on the basis of 
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housing expenditures of owners. In the 
case of leased residential property, the 
tax on improvements is assumed to be 
shifted to the tenant since taxes on im- 
provements will enter into cost of pro- 
duction. The tax thus shifted to the 
tenant is allocated by income brackets 
on the basis of housing expenditures of 
renters, as shown in line (5) of Table 
1. In the case of business property, the 
tax on improvements is treated as an ex- 
cise entering into the general cost of 
doing business. It is assumed to be 
shifted forward and is allocated accord- 
ing to the pattern of total consumer 
expenditures. The same procedure is 
applied to improvements on farm real 
estate, it being assumed that the assessed 
value of improvements in farm real es- 
tate reflects business rather than resi- 
dential facilities. In the absence of in- 
formation permitting a split between 
these two types of farm improvements, 
this appears to be the more reasonable 
assumption. 

Turning now to the tax assessed on 
personal property, let us begin with the 
tax on ¢angibles. The tax on tangible 
property owned by individuals may be 
expected to rest with the owner. It is 
allocated according to a distribution of 
consumer expenditures on durables, ob- 
tained from the S.R.C. and shown in 
line (3) of Table 1. The tax on tangi- 
ble property owned by businesses and 
farmers is considered a cost of produc- 
tion. Shifted forward, it is allocated 
according to the distribution of total 
consumer expenditures. In the case of 
property held by businesses and farm- 
ers, the tax falling on intangibles is 
treated similarly to that on tangibles. 
In the case of individuals other than 
farmers, the assumption is again that 
the tax on intangibles is not shifted. 
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The allocation, in this case, is based 
upon the §$.R.C. distribution of liquid 


asset holdings shown in line (6) of 
Table 1. 


8. Tax Allocation: Social Security Taxes 


Payroll taxes, including the contribu- 
tion of employers and employees, are 
covered in this study along with other 
taxes. There may be some doubts 
whether such taxes should be included 
in a study of this kind. First, it may 
be argued that payroll tax receipts are 
linked contractually to benefit pay- 
ments, so that our concept of differen- 
tial incidence cannot be applied. Sec- 
ond, it may be argued that payroll taxes 
are traded on a quid pro quo basis 
against benefit payments, the entire 
process being more in the nature of an 
insurance purchase than a tax. While 
there is some validity in both points, 
neither is conclusive. 

The link between payroll tax receipts 
and benefit payments is rather legalistic, 
and alternative methods of finance 
might well be considered. Moreover, 
the assumption of a quid pro quo rela- 
tionship between contributions and 
benefit payments is subject to considera- 
ble qualification. Not only are the 
contributions mandatory, but there are 
substantial redistributional elements in 
the benefit formulas. The very notion 
of an employer contribution is incom- 
patible with the quid pro quo inter- 
pretation. From the employer’s point 
of view the payroll tax is no less a cost 
of doing business than any other tax 
levied upon the use of resources. A 
possible solution might be to include 
only the employer contribution, but 
this presumes that the latter is not 
shifted to the employee. While the 
whole problem of expenditure treat- 
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ment is particularly acute in connection 
with the payroll tax, it seemed prefera- 
ble to exclude it. The reader who 
wishes to consider the results net of 
payroll tax may do so readily from the 
data presented in section III. 

Shifting Assumptions.—Of total pay- 
roll taxes collected in 1948, about two- 
thirds were contributed by employers 
and one-third by employees. 

Depending upon circumstances, the 
employer contribution may be reflected 
in reduced profits, lower wages, or 
higher prices. The presumption for a 
competitive system, however, is that the 
entire burden is borne by wage earners. 
Imposition of a payroll tax on the em- 
ployer raises labor costs; the gross wage 
rate (including tax) is raised without 
there being a corresponding increase in 
productivity. Unless workers are will- 
ing to accept a corresponding cut in 
wages, producers will substitute other 
factors of production and less labor will 
be employed. On the assumption that 
the supply of labor is inelastic, wage 
rates will fall by the amount of tax. 
While it is conceivable that the tax may 
in some instances result in reduced 
- profits, the profit effect is likely to be 
one of redistribution from more to less 
labor intensive industries. 

But this is an over-simplified view. 
Once a more realistic view is taken, we 
may point to a number of reasons why 
complete backward shifting is unlikely. 
Suppose for a moment that production 
requires the combination of all factors 
in fixed proportions. In this case, the 
producer cannot avoid the payroll tax 
by substitution of untaxed factors. 
The tax, in effect, becomes a general ex- 
cise assessed on the total cost of produc- 
tion, and as such we may expect it to 


be shifted forward. While the com- 
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bination of factors is not fixed in prac- 
tice, this assumption is less absurd than 
it may appear. Since the payroll tax 
applies fairly generally to all types of 
labor, only a general substitution of 
capital for labor can be resorted to, 
This is not possible in the short run, 
In the longer run such substitution may 
occur, but we may expect that replaced 
labor will be reabsorbed in capital goods 
industries. And public policy, in any 
case, is not likely to permit prolonged 
unemployment to result; absorption of 
such labor through an upward adjust- 
ment of prices is the more likely out- 
come. 

Unions, moreover, may cite the “ in- 
tent of the law ” in resisting employer 
attempts to recoup their contribution 
by wage reduction. Considerations of 
these and other institutional factors 
suggest that forward shifting to the 
consumer is more likely than backward 
shifting to the wage recipients. In view 
of the uncertainties involved, we again 
make use of alternative assumptions, 
Three cases are considered. In Case A 
the employer is taken to shift one-third 
of his payments to wage earners and 
two-thirds to consumers. This is the 
standard assumption. The two other 
cases present limiting assumptions, Case 
B providing for complete backward and 
Case C for complete forward shifting. 

The employee contribution is as- 
sumed to fall on wage earners in all 
three cases. This follows the usual 
practice, although it is by no means 
evident why the incidence of this part 
of the tax should differ from that of the 
employer contribution. A _ different 
treatment of the employee contribution 
may be explained only on psychological — 
grounds. Just as the unions may cite 
the “intent of the law” in their sup- 
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port when resisting backward shifting 
of the employer contribution, the pub- 
lic mores are against unions that at- 
tempt to recover their own contribu- 
tions through higher wages. While it 
seems desirable, in principle, to apply 
alternative assumptions to both parts 
of the payroll tax, the additional re- 
sults do not justify the effort. The 
burden distributions resulting from al- 
location on the basis of consumer ex- 
penditures are rather similar to those 
obtained by allocation on the basis of 
wage receipts. 

Allocation of Tax.—The part of the 
tax which falls upon wage earners is 
allocated according to an estimated dis- 
tribution of covered wage income by 
spending unit income brackets. In or- 
der to obtain this distribution, income 
received by spending units had to be 
divided into wage and other income; 
and wage incomes, in turn, had to be 
divided into covered and uncovered 
wages. The resulting estimate shown in 
line (17) of Table 1 again involves a 
good deal of conjecture. 

The part of the tax which falls upon 
consumers was allocated according to 
the distribution of total consumer ex- 
penditures. An attempt to assign part 
of the tax to specific expenditure items 
accounted for too small a fraction of 
the total to be justified. 


9. Tax Allocation: Estate, Inheritance, 
and Gift Taxes 


Available data did not. permit a 
breakdown of estate, inheritance, and 
gift tax payments among income brack- 
ets above $7,500. In view of the high 
level of exemptions permitted under 
both Federal and state succession taxes, 
it seemed reasonable to assume that all 
but a negligible part of the yield should 
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be imputed to income recipients in the 
top bracket. 

The allocation of the yield of suc- 
cession duties to high income people as 
a group avoids considerable difficulties 
which arise when an attempt is made to 
allocate the incidence of death duties to 
particular tax payers.® Suppose that 
Mr. Jones is a typical taxpayer with an 
income of $50,000 and that an average 
taxpayer at this level of income is en- 
dowed with an estate of, say, $400,000. 
If Mr. Jones had died this particular 
year, his death duties would have 
amounted to about $115,000. But, 
being an average taxpayer, Mr. Jones 
did not die during the year under con- 
sideration. Yet, as the average tax- 
payer, he must look forward to a corre- 
sponding tax liability which will arise 
at the time of his death. This may be 
allowed for by imputing to him a death 
tax payment equal in amount to the 
premium payable on an annuity suf- 
ficient to discharge his death duty at 
the time of his death. This premium 
may be estimated at about 7 per cent of 
income. 

No such computation had to be made 
here. Since it is reasonable to assume 
that succession duties were paid wholly 
by spending units with incomes in ex- 
cess of $7,500, this yield may be related 
to the income of this group and it may 
be concluded that spending units in this 
group paid about 2 per cent of their 
incomes in such taxes. For taxpayers 
as a group, the two methods are, how- 
ever, quite compatible. If instead, we 
had computed the premiums (as de- 
fined above) payable by all taxpayers 


8See Nicholas Kaldor, “The Estimation of the 
Burden of Death Duties,” in G. F. Shirras and L. 
Rostas, The Burden of British Taxation (New York, 
1943), pp. 80-90. 
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in this group, the totals of such pre- 
miums would, under certain simplify- 
ing assumptions, have to equal the ac- 
tual yield total obtained. 


Ill. DISTRIBUTION OF TAX PAYMENTS 
UNDER STANDARD ASSUMPTIONS 


Keeping in mind the conceptual and 
statistical limitations set forth in the 


[ Vor. IV 


1. Distribution of Total Tax Payments 


The over-all distribution of tax pay- 
ments, combining total taxes paid at all 
levels of government, is shown in Table 
6 and Chart I. Limes (1), (2), and 
(3) of Table 6 give the dollar amounts 
of total tax payments contributed by 
spending units within the various in- 


TABLE 6 


DistrisuTIon or Tax PAYMENTS BY INcomE Groups: SumMMaRY * 


(Money amounts in millions of dollars) 








Spending Unit Income Brackets (Thousands of dollars) 





Underl 1-2 


23 34 45 6575 “Sand 


over 





Amounts 
(1) Federal 
(2) State and local 
(3) All levels 


Per cent of yield total 
(4) Federal 
(5) State and local 
(6) All levels 


Per cent of income 


(7) Federal 16.2 
(8) State and local ; 8.1 
a. State 3.9 


42 
(9) All levels 


243 
Addenda 
(10) Income received ... 3,747 
(11) Per cent of income ft 19 
(12) Per cent of spending 


13,850 
7.0 


17.7 


5,079 
1,755 
6,834 


6,754 
2,061 
8,815 


6,682 
2,512 
9,194 


17,010 
3,542 
20,552 


13.4 
116 





* Standard assumptions throughout. 


t Includes income imputed under standard corporation assumption. 
Note: Details may not add to totals because of rounding. 


preceding chapters, let us now turn to 
the quantitative results of the study. 
In this section we examine the results 
obtained on the basis of our standard 
assumptions. Other results derived 
from alternative assumptions will be 
considered in the final section. 


come brackets. Lines (4), (5), and 
(6) show the corresponding percentage 
distributions of total tax payments, and 
lines (7) to (9) give the dolla 
amounts as percentages of income re 
ceived in the respective brackets. The 
latter ratios, which relate taxes paid 
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income received, provide the most in- 
teresting part of the evidence.'. Com- 





1 Our concern is with differences between effective 
rates at different levels of income rather than with 
the average level of effective rates as shown in the 
last column. While the latter reflects the total level 
of income and tax payments, the former depends 
upon their distribution only. While there are some 
doubts about the proper income total to be used, 
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monly referred to as “ effective rates of 
tax,” these ratios show whether the tax 
structure is proportional, i.e. tax pay- 
ments as a percentage of income are 
the same at all income levels; progres- 





these doubts do not apply to the underlying dis- 
tribution. 
a 
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sive, i.e. tax payments are an increasing 
percentage of income when moving up 
the scale; or regressive, ie. the tax to 
income ratio declines with rising in- 
come.” 

As will be seen from line (9) of 
Table 6, the tax-to-income ratio for 
1948 is regressive at the bottom of the 
income scale and then remains more or 
less proportional up to about the $5,000 
income level. It becomes progressive 
thereafter. Or, looking at the percent- 
age distribution of tax payments, we 
find that the lowest 30 per cent of 
spending units, which receive approxi- 
mately 9 per cent of the income, con- 
tribute about 8 per cent of the yield 
total, the tax-to-income ratio moving 
regressively over this range. The next 
54 per cent of spending units, which re- 
ceive about 46 per cent of the income, 
contribute some 41 per cent of the yield 
total. The tax-to-income ratio, over 
the middle range, remains more or less 
proportional. The top 15 per cent of 
spending units, finally, receive 45 per 
cent of the income and contribute 51 
per cent of the total yield, the tax-to- 
income ratio being decidedly progres- 
sive over this range. 

Special caution is called for in inter- 
preting the picture for the lowest in- 
come bracket. There is reason to be- 
lieve that spending units in this bracket 


2 The concepts of “ progressive,” “ regressive,” and 
“ proportional ” as defined above, are unambiguous, 
and for the greater part of our discussion these con- 
cepts are all that will be needed. When reference is 
made to the degree of progression or regression, mat- 
ters are more complicated. These terms may then be 
defined in a number of different ways. Where refer- 
ence is made in the present paper to the “ degree” 
of progression, it is measured as percentage change 
of tax divided by percentage change of income. This 
is the concept of liability progression as defined in 
R. A. Musgrave and Tun Thin, “Income Tax Pro- 
gression, 1929-48,” Journal of Political Economy, 
LVI (December, 1948), 504. 
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are composed, not only of genuinely 
low income units, but also of others 
which have incurred temporary losses 





but are normally in a higher bracket, 
This results in a higher rate of expendi- 
tures or dividend receipts—and hence 
greater tax payments—for the group as 
a whole than is likely to apply to low 
income units more permanently within 
this bracket. To some extent, this ar- 
gument applies to other brackets a 
well, but the resulting distortion may 
well be more pronounced in the bottom 
bracket. This calls for care in inter- 
preting the appearance of regressivity 
at the bottom of the scale. 

The reader who has followed our ex- 
position of the difficulties inherent in 
the preparation of such estimates will 
not be overly impressed with minor 
fluctuations in the estimated tax-to- 
income ratio. Also, he will bear in 
mind that the implications of alterna- 
tive assumptions remain to be tested. 
Nevertheless, the general pattern shown 
in line (9) of Table 6 should be rea 
sonably accurate. The over-all tax 
structure is by no means as progressive 
as is generally surmised, at least not a 
far as the lower 90 per cent of the tax- 
payers are concerned. Rather, the 
effective rate curve follows a U-shaped 
pattern with regression at the lowet 
end, a proportional range over the mid- 
dle and progression at the upper end of 
the scale. Over a wide range of in- 
comes, including 90 or more per cent of 
spending units, the progressive element! 
of the tax structure appear to be bak 
anced or outweighed by others which 
are proportional or regressive. As will 
be seen in section IV, this result follows 
the general pattern of other studies. — 

The important thing for the ind 
vidual taxpayer, as well as for publie 
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policy, is the distribution of payments 
(and hence the tax-to-income ratios) 
under the composite tax structure and 
not the separate distribution of pay- 
ments under one or another particular 
tax. But, only by considering how tax 
payments for the various components 
of the revenue structure are distributed, 
can it be understood how the over-all 
pattern of distribution comes about and 
what may be done to adjust it. 


2. Distribution of Federal vs. State 
and Local Tax Payments 


The first breakdown to be considered 
is between levels of government. A 
comparison of lines (7) and (8) of 
Table 6 indicates a distinct difference in 
the distribution of Federal and state and 
local tax payments. 

The degree of initial regression in the 
distribution of state and local payments 
is pronounced and is subject to little 
doubt. The distribution of state and 
local payments continues to be regres- 


. sive throughout. 


Some degree of regression at the bot- 
tom of the income scale appears for the 
Federal as well as for the state and local 
system. However, the decline of the 
Federal ratio is very slight and falls well 
within the margin of error which must 
be applied to these results. This is fol- 
lowed by a distinct element of progres- 
sion around the $2,000 income level, 
where the personal income tax makes 
itself felt. Moving up the scale, we 
then find a slightly progressive distri- 
bution of payments up to the $5,000 
range, with distinct progression fol- 
lowing at the top of the scale. The pro- 
gression in the top brackets, of course, 
reflects almost entirely the personal in- 
come tax. | 

Looking again at the percentage dis- 
tribution of tax payments, as shown in 
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lines (4) and (5) of Table 6, we find 
that both the Federal and state-local 
revenue structures derive about 27 to 
28 per cent of their yield totals from 
incomes in the $4,000 to $7,500 range. 
But, whereas the Federal Government 
derives 39 per cent from incomes above 
$7,500 and 33 per cent from incomes 
below $4,000, the state-local system 
draws 46 per cent from incomes under 
$4,000 and 26 per cent from the over 
$7,500 group. And, while the Federal 
Government obtains only 6.5 per cent 
of its yield from incomes under $2,000, 
the share of state-local revenue con- 
tributed by these brackets amounts to 
11.5 per cent. 

It is thus evident that the progres- 
sive element in the combined revenue 
structure is provided by Federal taxes, 
whereas the distribution of state-local 
tax payments is proportional or regres- 
sive. While no separate study was 
made of the distribution of state as dis- 
tinct from local tax payments, a rough 
estimate of this kind is shown in lines 
(8a) and (8b) of Table 6.2 It appears 
that the two patterns are quite similar. 
However, regression in the distribution 
of state taxes is more distinct at the be- 
ginning of the range and not so great at 
the upper end of the scale as in the dis- 
tribution of local taxes. As shown be- 
low, this reflects differences in the dis- 
tribution of excise and property tax 
payments. 


3. Distribution of Federal Tax 
Payments by Type of Tax 


The distribution of Federal tax pay- 
ments by type of tax is shown in Table 
7. The distribution for some major 


3In breaking down line (8) into (8a) and (8b), 
the distribution of state excise and property tax pay- 
ments is assumed to be the same as the distribution 
of similar tax payments to local governments. 








30 NATIONAL TAX JOURNAL 


taxes is also shown in Chart II. As 
shown in lines (13) to (18) of Table 
7, the major progressive element is the 
personal income tax. This tax provides 
nearly one-half of the yield total and 
results in a progressive distribution of 
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Little need be said in explanation of 
the personal income tax distribution as 
shown in line (13) of Table 7. The 
reader will recall that the tax-to-income 
ratios shown apply to the income of 
spending rather than taxpaying units, 


TABLE 7 
DIsTRIBUTION OF FepERAL TAX PayMENTS By INcoME Groups * 
(Money amounts in millions of dollars) 








Spending Unit Income Brackets (Thousands of dollars) 





Item 











Under! 12 23 34 45 575 ‘5and = qotg 
over 
Amounts 
(1) Personal income tax .... 9 469 1,543 2328 2,201 3,537 7,958 18,045 
(2) Corporation income tax.. 273 712 1,331 1,582 1,166 1,466 6,388 12,920 
ND SOE 226 714 1,394 1,700 1,117 1,292 1,467 7,912 
(4) Payroll taxes ........... 112 348 1,183 1,072 595 459 297 4,015 
(5) Estate and gift taxes .... ... wth sane bids she bee 900 900 
DE: EE choDidive uaeccwas 620 2,243 5392 6682 5,079 6,754 17,010 43,794 
Per cent of yield total 
(7) Personal income tax .... 0.1 26 85 129 122 196 441 1000 
(8) Corporation income tax.. 2.1 §5 103 122 90 113 49.4 1000 
RS ep ae ae 2.9 90 176 215 = £141 16.3 18.5 100.0 
(10) Payroll taxes ........... 28 87 282 27 148 114 74 100.0 
(11) Estate and gift taxes .... ... ‘a er oF vice o oe 100.0 
SE TEE CNS camel bb caee de 14 §1 123 153 116 154 38.9 1000 
Per cent of income 
(13) Personal income tax .... 02 34 53 66 84 11.1 14.1 92 
(14) Corporation income tax.. 73 5.1 46 45 44 46 11.3 66 
Cs cn davenewa see 6.0 52 48 48 42 4.0 26 40 
(16) Payroll taxes ........... 3.0 25 39 3.0 23 14 5 20 
(17) Estate and gift taxes .... ... es slain oes is 16 5 
SME Cis back o's Valdas Hae 16.5 162 186 190 193 21.1 30.1 223 





* Standard assumptions throughout. 


Note: Details do not necessarily add to totals because of rounding. 


payments over the entire range to 
which it applies. Excise taxes are re- 
gressive throughout, as may be expected. 
The corperstion income and payroll 
taxes show a fluctuating pattern up to 
the $5,000 range, above which the for- 
mer becomes distinctly progressive and 
the latter distinctly regressive. The 


estate and gift taxes are highly progres- 
sive but do not carry much weight in 
the total yield picture. 


Because of the presence of more than 
one income recipient in the typical 
spending unit, the splitting of income 
between spouses, and other factors, the 
pattern of income tax payments is les 
progressive when allocated by spending 
units than when allocated by taxpaying 
units. Also, it is evident that our data 
understate the degree of progression ap- 
plicable to high incomes, since there # 
no breakdown of incomes above $7,500. 





theese 


TAYCOo 


CHART IL 


EFFECTIVE RATES OF CFI ECTEN 








BWOON! LINN ONIONSdS 















































































































































ban $¢ 00S2 Y3A0 — 0002 0009 000s 000% 000¢ 0002 0001 re) 
2 o 
| 6 
— re 
Nott 5 ae See | 
Pon, a 
: i 
fe) — . g 
bs / | = ~ mi 
= [| j S~ 2 x 
: (Ras Oa Tikes Si AE ek 
O | ra © eo 
< ae | | | E 
> ? | ® 3 
mQ 
—~Y / er. gc ] | Z a moan t 8 m 
= 1 f | | » 
& »y | 8 
S 4 | z 
> | Los ° 
< +4 1 ff T Ceaaier -seacarm — os —— ——$—$$_}+—________ — Ri ae pn T Ol Ba 
6 ‘i pet | | | | | | 2 
rast f $ 
< , | | J | | | | : 
SRS" Aa See: Bae Sraneee We | 2I 
é Se XOl @wooUT joUDsIeg ‘ josepey | 
(a XOL Ajsedo1g ‘ j0907 ¢ 8404S © 
14 $9S19x 3 ‘jouepey @ 
a ‘ XD] @WOdUT e4010d109 ‘ ;o4epe4 ® 
mn j 'SSXVL daloa7a$ - 
S S3XVL Gd3L93973S 40 SALVY 3JAILO354453 
TM 1LyVHO in 




















ge aed 


| 


1p @ G@io @ Ii < 


Ssa 2 3BB hwPes 4 BRAS 








32 NATIONAL TAX JOURNAL 


The indicated distribution of cor- 
poration tax payments seems puzzling 
at first sight. As shown in line (14) 
of Table 7, the distribution is distinctly 
regressive up to the $2,000 to $3,000 
range, remains more or less proportional 
up to the $7,500 level, and becomes 
progressive only thereafter. In order 
to understand this pattern, the assump- 
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retained earnings after tax plus the 
share of the tax falling on profits are 
similarly imputed to shareholders’ in- 
come. An explanation of the over-all 
pattern of corporation tax payments 
may be found by examining the respec. 
tive patterns applicable to the various 
shifting components. This is shown in 


Table 8. 


TABLE 8 


DISTRIBUTION oF FEepERAL CorporaTION TAX PAYMENTS FOR SEPARATE 


Suirtinc CoMPoNENTSs * 


(Money amounts in millions of dollars) 








Spending Unit Income Brackets (Thousands of dollars) 





Item 














Under] 1-2 23 34 45 675 “Sand qoig 
over 
Amounts 
(1) Shifted forward ......... 157 403 779 900 623 695 748 4306 
(2) Shifted backward ....... 39 148 314 381 284 259 190 1,615 
(3) On shareholders ........ 77 161 238 301 259 511 5,451 6,998 
at Re ee 273 712 1,331 1,582 1,166 1,66 6,388 12,920 
Per cent of income 
(5) Forward-shifted part .... 4.2 2.9 2.7 26 24 22 13 22 
(6) Backward-shifted part .. 1.0 1.1 1.1 1.1 11 8 3 8 
(7) Shareholders’ part ...... 2.1 12 8 9 1.0 16 96 35 
ke EE en 73 5.1 46 45 4 46 113 65 
Per cent of yield total 
(9) Forward-shifted part .... 3.6 94 181 29 145 161 £174 100.0 
(10) Backward-shifted part .. 2.4 9.2 194 236 176 16.0 118 100.0 
(11) Shareholders’ part ...... 1.1 23 3.4 43 3.7 73 772 1000 
EE vctetipaescyghoss 2.1 5.5 10.3 12.2 9.0 113 49.4 100.0 
* Standard case. 
tions underlying this allocation of cor- The distribution of the forward 


poration tax payments must be recalled. 
Line (14) of Table 7 is based on our 
standard assumptions which specify 
that one-third of the tax is shifted to 
consumers and one-eighth to wage earn- 
ers, the remainder falling on profits. 
This entire remainder, including the 
part coming out of retained earnings 
as well as the part coming out of divi- 
dends, is imputed to shareholders; and 


shifted part of the corporate tax is based 
largely on the general distribution of 
consumer expenditures. Accordingly, 
it is sharply regressive at the bottom of 
the scale and continues regressive 


throughout the income range. As maf 
be seen by comparison of line (5) of 
Table 8 with line (15) of Table 7, this 
distribution differs somewhat from the 
distribution of excise payments, which 
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rests more largely upon the expenditure 
pattern for specific consumption items. 
However, the difference is not substan- 
tial.* 

The backward-shifted part of the tax 
is allocated in accordance with wage in- 
come. As shown in line (6) of Table 
g, it follows.a more or less proportional 
pattern up to the higher brackets, where 
it becomes regressive. This is as may be 
expected, since capital income tends to 
become a rising fraction of total in- 
come when moving up the scale. The 
weight of the backward-shifted part in 
the total is slight. 

The distribution of the shareholders’ 
part may appear somewhat surprising. 
As will be seen from line (7) of Table 
8, this part of the tax is distinctly re- 
gressive at the bottom of the scale. 
Since the allocation of this component 
is based upon the estimated distribution 
of dividend receipts, it reflects a decline 
in the ratio of dividend to other income 
when moving from the first to the sec- 
ond bracket.5 Regression at the lower 
end of the scale appears in the part fall- 
ing on profits as well as in the forward- 


4Had the forward-shifted part been distributed in 
accordance with the pattern of Federal excises as 
given in line (9), Table 7, the effective rates for 
the first thrée brackets as shown in line (15) of 
Table 7 would have been 3.2, 4.3, and 2.6 per cent 
tespectively. For the higher brackets the results 
would have differed little from those shown in line 
(5) of Table 8. See also Table 14. 


5Dividend receipts as percentage of spending unit 
income are estimated at 2.3, 1.3, 0.9, 1.4, 1.1, 1.8, 
and 10.9 per cent for the seven brackets respec- 
tively. This result, it should be noted, is not peculiar 
to our data but appears in even stronger form in the 
distribution of dividend receipts by taxable incomes 
as shown in the Preliminary Statistics of Income for 
1947, Part I, Treasury Release 32171, November 25, 
1949, p. 8. As noted previously, an explanation may 
be found in the hypothesis that the bottom group 
includes a large number of rentiers and of normally 
_ bracket people who have suffered temporary 
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shifted part of the tax. While the 
former element is more sharply regres- 
sive at the bottom, regression in 
latter extends further up the scale and 
weighs more heavily in the total. Both 
contribute to the U-shaped form of the 
effective rate curve for total corpora- 
tion tax payments. Distributions of 
corporation tax payments for alterna- 
tive assumptions will be considered be- 
low.® ' 


The allocation of excise tax payments 
is shown in lines (9) and (15) of Table 
7. While the general pattern is more 
or less regressive, there are a few pro- 
gressive components. The distribution 
of payments by components allocated 


6A further complication of the corporation tax 
distribution arises from the interrelationship of cor- 
poration and personal income tax liabilities. The 
complication applies only to the unshifted part of the 
corporation tax. 

When an additional corporation tax is imposed, the 
additional liability incurred by the shareholder is 
equal to the additional corporation tax to be imputed 
to him, minus such reduction in his personal income 
tax liability as results from curtailment of his divi- 
dend income because of the increased corporation tax. 
These personal income tax savings will be the higher, 
per dollar reduction of dividend income, the higher 
is the dividend recipient’s income bracket and hence 
his marginal rate under the personal income tax. 
The incremental corporation tax is thus regressive 
per dollar of reduced dividend income. This offsets, 
in part, the progressive tendency of the corporation 
tax which results because (with the exception of the 
bottom range) dividends tend to increase as a share 
of income as we move up the income scale. 

This personal income tax offset does not enter into 
determining lines (3) and (7) of Table 8 as in lines 
(3) and (7) we are concerned with the allocation of 
a given yield total including corporation and personal 
income taxes. At the same time, line (7) of Table 
8 does not accurately reflect the additional liability 
which would result when adding the corporation tax 
to the other taxes; there would, in effect, be a partial 
offset due to lowered personal income taxes. 

The difficulty might be overcome, for present pur- 
poses, by considering the sum of lines (13) and 
(14), Table 7, as the joint personai and corporation 
tax liabilities. In considering the joint result of the 
two taxes, we avoid the difficulties that arise when 
considering either of the taxes separately. 
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according to various spending patterns 
is shown in Table 9, details of the com- 
ponents being described in Table 4 
above. 

Among the major elements in the 
excise tax picture, the distribution of 
tobacco taxes is distinctly regressive 
through the entire income scale. The 
distribution of liquor taxes, on the con- 
trary, is progressive at the bottom of 
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Note also the sharp initial element of 
regression in the tax component allo. 
cated according to automotive expendi- 
tures. As is apparent from these data, 
various excises show distinctly different 
payment patterns. 

The distribution of payroll tax pay- 
ments as shown in line (16) of Table 
7 follows an irregular pattern up to the 
third income bracket but becomes dis- 


TABLE 9 


DistTriIBuTION oF FeperAL Excise Tax PAYMENTS FoR SEPARATE SHIFTING COMPONENTS: 
Tax PAYMENTS AS PERCENTAGE OF INCOME 

















Total di it I 
Aliebined overdine Pron Spending Unit Income Brackets (Thousands of dollars) 
to Expendi- pore tein) 
tures on: Millions 17 - an 
of dollars) Underl 12 23 3834 45 575 seen Total 
CER ND yc osccccss 1,312 14 1.1 10 O09 07 06 03 0.7 
(2) Auto transport ..... 601 5 3 3 3 A A 2 z 
(3) Other transport .... 110 * Jl R Jl A A * 1 
(4) Recreation ......... 576 3 2 3 3 3 A 2 3 
Gy POOEs. fi acti 197 2 2 Jl Jl Jl PI * l 
a 2,177 5 14 13° «14 1.1 1.1 8 11 
CR KS ab ceaoennexeys 303 3 2 2 2 2 J A 2 
(8) All other .......... 463 5 3 3 3 3 2 2 2 
(9) Total consumer ex- 
penditures ....... 2,173 18 12.1 10 10 9 5 9 
| Beas ee 7,912 56 49 45 46 40 38 25 38 
* Less than 0.05 per cent. 
the scale; it becomes more or less re- tinctly regressive thereafter. This is 


gressive thereafter, but less so than most 
other components. The component 
which is not allocated to specific ex- 
penditure categories, but is distributed 
in accordance with the general pattern 
of consumer expenditures, shows the 
sharpest degree of regression at the bot- 
tom of the scale. This reflects the 
occurrence of dis-saving at low levels of 
income, characteristic of available data 
on income-expenditure relationships.’ 


7 This remains a rather puzzling matter. As noted 
before, the expenditure-income relationship at the 
lower end of the scale, and hence the distribution 


as may be expected, since only the first 
$3,000 of wage income for individual 
earners within any spending unit was 
subject to payroll tax. The element of 
regression when moving from the first 
to the second bracket and the subse- 





of excise payments, may well be distinctly different 
for spending units which are permanently in the 
lower income range than for others who find them- — 
selves in the low income position due to temporary 

misfortune and who maintain more nearly customary 
standards of living by drawing on their savings. To 
the extent that this is the case, it should be allowed 
for in interpreting our excise data for the low income 


range. 
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quent occurrence of progression when 
going from the second to the third 
bracket must again be explained in 
terms of the distributions applicable to 
the various shifting components. These 
are shown in Table 10. 

The distribution of payments is again 
based on our standard assumption, 
which in this case postulates that two- 
thirds of the employer contribution is 
shifted to consumers while the remain- 
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4. Distribution of State and Local Tax 
Payments by Type of Tax 


A detailed analysis of state and local 
tax payments by type of tax is shown 
in Table 11. The personal income tax 
again provides the progressive element, 
but its contribution to the yield total is 
too slight in this case to leave a signifi- 
cant impact on the combined pattern of 
tax payments. The corporation income 


TABLE 10 


_ Distrieution or Parrott Tax PAYMENTS ror Separate SHIFTING CoMPONENTS f 


(Money amounts in millions of dollars) 








Spending Unit Income Brackets (Thousands of dollars) 








Item 75 and 
Underl 12 23 34 45 575 ‘MG Total 
Amounts 
(1) Part falling on wages ....... 50 200 846 745 366 204 20 2,431 
(2) Part falling on consumers ... 62 148 287 327 229 # «£255 277 1,584 
Se ROU cucan ey vs cries ceoccen 112 348 1,133 1,072 595 459 297 4,015 
Per cent of income 
(4) Part falling on wages ....... 13 14 29 2.1 14 06 * 12 
(5) Part falling on consumers... 1.7 1.1 10 09 O09 O8 05 08 
es MME =. o cccavabatuewhes sas 3.0 25 3.9 3.0 23 14 0.5 2.0 





t Case A (standard). 
* Less than 0.05 per cent. 


Note: Details do not necessarily add to totals because of rounding. 


ing one-third, as well as the entire em- 
ployee contribution, falls on wage earn- 
ers. As will be seen from Table 10, the 
forward-shifted part is distributed ac- 
cording to the general expenditure pat- 
tern and hence is regressive throughout 
the scale. The part falling on wages is 
Progressive up to the $3,000 income 
level, because covered wages are an in- 
creasing fraction of income up to this 
level. The wage share subsequently be- 
comes regressive, since covered wages 
decline as a fraction of income received. 


tax distribution is identical with that at 
the Federal level, but its quantitative 
importance is much less. The distribu- 
tion of excises is generally similar to 
that shown at the Federal level, al- 
though the degree of regression at the 
bottom of the scale is more marked. 
This is as may be expected, since a 
larger part of state and local excises are 
of the sales tax variety, and taxes on 
luxury and semi-luxury items are less 
important than in the Federal struc- 
ture. 
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The new and most interesting factor 
in the distribution of state-local tax 
payments is the property tax. As 
shown in line (16) of Table 11 and in 
Chart II, the ratio of property tax pay- 
ments to income is distinctly regressive 
at the bottom of the scale and con- 





The item carrying the greatest 
weight is the part of the tax falling 
on owner-occupied residences. It ig 
slightly regressive throughout and re. 
flects the declining importance of hous- 
ing expenditures when moving up the 
scale. Next in importance is the tax 


TABLE 11 


DistrisuTION oF STaTE AND Locat Tax PAYMENTS By INcomE Groups 
(Money amounts in millions of dollars) 








Spending Unit Income Brackets (Thousands of dollars) 




















Item 75and 
Under] 12 283 34 45 575 ame Total 
Amounts 
(1) Personal income taxes .... ... ey 9 32 37 91 331 499 
(2) Corporation income taxes.. 15 39 72 86 63 79 346 699 
ee 217 545 1,056 1,267 886 1,003 1,121 6,093 
(4) Property taxes ........... 201 539 994 1,127 769 888 1,547 6,064 
(5) Inheritance taxes ......... oe see aE ei ed Bias 197 197 
i Es v0 RR se DGS ns 433 1,123 2,181 2,512 1,755 2,061 3,542 13,552 
Per cent of yield total 
(7) Personal income taxes .... ... i. 18 6.4 73 6183 66.3 100.0 
(8) Corporation income taxes.. 2.1 56 103 123 90 113 495 100.0 
EN TES ee 3.6 89 173 28 145 165 18.4 100.0 
(10) Property taxes ........... 3.3 8.9 16.4 186 12.7 146 25.5 100.0 
(11) Inheritance taxes ......... ie wai PY « amehi ie ---» 1000 100.0 
oe oe ctaet cnbe 3.2 83 15.7 185 129 152 26.1 100.0 
Per cent of income 
(13) Personal income taxes .... ... ee * 0.1 0.1 03 06 03 
(14) Corporation income taxes. . A 3 2 2 2 2 8 4 
EOP Re Uren n 58 3.9 36 3.6 34 3.1 2.0 3.1 
(16) Property taxes ........... 54 3.9 3.4 3.2 2.9 28 2.7 3.1 
(17) Inheritance taxes ......... shia Bae! ie ap Ro ae 3 Jl 
COs <n bi hs si, da ce cai 116 8.1 73 7.1 6.7 64 63 69 





* Less than 0.1 of 1 per cent. 


Note: Details do not necessarily add to totals because of rounding. 


tinues to be somewhat regressive 
throughout the income scale. This 
over-all pattern again must be ex- 
plained in terms of the distributions of 
payment applicable to the various com- 
ponents. This is shown in Table 12 


where various parts of the tax are com- 
bined according to their underlying 
patterns of allocation.® 


assessed on personal property, which is 
regressive, especially at the beginning of 
the scale. 
component combines various elements 


allocated according to different pat- 
However, it appears that the 
initial element of regression may be 


terns. 





8 For explanation of these components see Table 5. 


[ Vox. IV 





As shown in Table 5, this 
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traced to the shares falling on business 
and farm intangibles, which are taken 
to be reflected in production costs and 
allocated according to consumer ex- 
penditures. The share of the tax fall- 
ing on business land reflects the pattern 
of dividend distribution, while that on 
farm and rental land reflects the pat- 
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with the exception of the part falling 
on rental improvements show some de- 
gree of regression at the lower end of 
the scale. Moreover, all components 
with the exception of the part falling 
on business, farm, and rental land value 
continue to be regressive from the 
second bracket up. The pattern, it ap- 

















tern of rental income distribution. pears, is fairly uniform. Except for 
TABLE 12 
DisTrisuTION or Property Tax PAYMENTS FoR SEPARATE COMPONENTS * 
(Yield in millions of dollars) 
Percentage of Income 
Total Spending Unit Income Brackets (Thousands of dollars) 
Item Yield 
Under! 12 23 34 45 575 75and Tota) 
(1) Land: farm and rental ... 846 107 049 0.29 028 027 032 068 0.43 
(2) Land: business ........... 322 All 0 04 004 0 MW A4 16 
(3) Improvements: business 
I igs cds s cama 860 88 8 ht a2. Se 27 44 
(4) Improvements: rental .... 823 3s RB 2 Ba ROS 13 A2 
(5) Owner-occupied residences 2,000 144 127 116 121 106 & 76 1.02 
(6) Personal property ........ 1,213 1.15 69 72 65 £64 64 A6 62 
(7) All components .......... 6,064 SA: 38> 246 '32-. 38 3 2.7 3.1 





* Standard case. 


Note: Details do not necessarily add to totals because of rounding. 


Both items are regressive at the bottom 
of the scale. Both become progressive 
above the $4,000 range; the tax allo- 
cated to business land becomes highly 
progressive at the upper end of the 
scale. The two remaining items, 
finally, are both regressive throughout 
the entire scale. The distribution of 
tax payments falling on business and 
farm improvements reflects the excise 
pattern, while that of tax payments 
falling on improvements on rental real 
estate is based on the pattern of hous- 
ing expenditure. 

In short, all the shifting components 


the impact of the tax on land upon the 
higher income ranges, it appears that 
the combined pattern shown in line 
(16) of Table 11 may “be considered 
fairly reliable. This conclusion is sup- 
ported by the testing of alternative 
property tax assumptions in the fol- 
lowing section. 


5. A Measure of Differential Incidence 


In the introductory section we con- 
cluded that a proper determination of 
incidence could be in the form of either 
(1) an absolute measure of the com- 
bined incidence of both the revenue 
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and expenditure sides of the budget, or a whole; but as noted before, lines (7) the 
(2) a differential measure of tax in- through (9) of that table present only and 
cidence. We are here concerned with a rough approximation to differential | per 
tax incidence only, but up to this point incidence. The results are based on the | and 
have approached the problem in ab- assumption that the same income before |  twe 
solute rather than differential terms. tax applies for both tax systems, and | ded 
In order to translate our results into a_ this is hardly an acceptable simplificae §  fror 
measure of differential incidence the tion. a 
witl 
TABLE 13 a he 
MEAsvrE OF DIFFERENTIAL INCIDENCE: ALL LEvELS of GovERNMENT COMBINED * tax 
‘ a trib 
Spending Unit Income Brackets (Thousands of dollars) Soc 
Item 
Undr1 12 23 34 45 575 “Sand qoeg tm 
over proj 
Estimated Actual Distribution IV 
(1) Tax payments in millions 
ee ee 1,052 3,366 7,523 9,194 6834 8815 20,552 57,344 
(2) Percentage of tax pay- T 
get ee ee 18 59 13.1 160 119 154 35.8 100.0 
(3) Tax payments as per cent pres 
of income ........... 23.1 23 29 21 20 276 363 292 base 
Hypothetical Proportional likel 
Distribution a 
(4) Tax payments in millions 4 
Ee re 1,093 4,039 8469 10,268 7,665 9,319 16,490 57,344 latin 
(5) Percentage of tax pay- in ai 
eee aa 18 70 148 179 134 163 28.8 100.0 
(6) Tax payments as per cent In ¢ 
oe eee 292 292 292 292 292 292 29.2 29.2 weis 
Differential Distribution anot 
So SSS ae 41 -673 -946 -1,074 -831 -504 +4,062 the | 
a ) SES ee -01 -11 -17 - 19 -15 -09 + 70 ..... a 
he. SEE oe EEE ll -49 -33 - 31 -32 -16 + 71... diffe 
dist: 
* Standard assumptions throughout. Lines (1) to (3) are taken from Table 6. Line rn nur 
is obtained by allocating the total of $57,344 million according to distribution patterns shown in 
line (11) of Table 6. A similar procedure may be applied to obtain the respective hypothetical 1. C 
distributions for the Federal or state-local taxes. ‘ 
Note: Details do not necessarily add to totals because of rounding. T 
| tion: 
estimated absolute incidence of the Lines (1) through (3) repeat the es- § with 
actual tax structure may now be com- timated actual distribution of tax pay- } tax. 
pared with that of an alternative struc- ments as shown in lines (3), (6), — 2 su 
ture. For reference purposes, let us (9) of Table 6. Lines (4), (5), and | its ; 
consider a structure under which the (6) show what the pattern of tax pay- § muc 
same yield total is raised but the money ments would have been had the same J 3, gj 
burden is distributed proportionally to yield been distributed proportionally, - Kine 
income before tax. Table 13 provides Lines (1) and (4) show the dollat § ty, 
such a comparison for the tax system as amounts of the tax; lines (2) and (5 Yor the ; 
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the percentage distribution of the tax; 
and lines (3) and (6), the tax as a 

cent of income. Lines (7), (8), 
and (9) indicate the differential be- 
tween the two systems, obtained by 
deducting the reference distribution 
from the actual distribution. 

It is apparent that spending units 
with incomes up to $7,500 would bear 
a heavier tax load under a proportional 
tax system than under the present dis- 
tribution. Spending units in the top 
income bracket, on the other hand, 
would bear a smaller tax load under a 
proportional system. 


IV. TESTING THE SIGNIFICANCE OF 
ALTERNATIVE ASSUMPTIONS 


The distribution of tax payments 
presented in the preceding section was 
based on what appears to us the “ most 
likely ” set of assumptions. However, 
these assumptions involve highly specu- 
lative judgements and we do not wish, 
in any way, to be dogmatic about them. 
In order to obtain some notion of the 
weight carried by the choice of one or 
another hypothesis and to accommodate 
the reader whose ideas of “‘ most likely ” 
differ from ours, we now turn to the 
distribution of tax payments under a 
number of alternative hypotheses. 


1, Corporation Income Tax 


The testing of alternative assump- 
tions is most important and interesting 
with regard to the corporation income 
tax. Not only does this tax contribute 
a substantial portion of the yield, but 
its incidence has also been subject to 
much controversy. As shown in Table 
3, six cases are considered. They com- 
bine three shifting assumptions with 
two treatments of retained earnings and 
the share of tax falling thereon. 
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The assumptions applying to each of 
the six cases are listed in Table 3, and 
the resulting distributions of corpora- 
tion tax payments are shown in Table 
14. In lines (1) to (6) of Table 14 
corporation tax payments are given as 
a percentage of income. As shown in 
the last column, total corporation tax 
payments as a percentage of total in- 
come differ for each case. Whereas 
cases A, C, E, and F account for the 
entire tax yield, the part of the tax 
falling on retained earnings is disre- 
garded in cases B and D. These cases, 
therefore, show a lower average level of 
rates. Further differences in average 
rate level arise because taxes paid out of 
retained earnings, as well as retained 
earnings after tax, are imputed to the 
shareholders’ income in cases A, C, and 
E, but not in cases B, D, and F. When 
comparing the tax distributions for the 
various cases, the reader should keep in 
mind that there is a difference in the 
average level of effective corporation 
tax rates, as well as in the degree of 
progression or regression over various 
parts of the income range. 

For this reason, a comparison of the 
results obtained under the various as- 
sumptions is difficult. It is facilitated 
in some respects by reference to the 
corresponding percentage distributions 
of corporation tax payments as shown 
in lines (7) to (10) of Table 14.* 


1 As will be seen from Table 14, the distributions 
are similar for cases C and D and for E and F. This 
is obvious in the case of E and F, because the entire 
tax is assumed to be shifted forward. Distributions 
are similar for C and D because the additional tax, 
accounted for in C, is distributed in the same way 
the tax on dividends is distributed in both C and D. 
The distributions are dissimilar for A and B. While 
the same shifting assumptions apply in both cases, the 
inclusion of the tax on retained earnings in A raises 
the fraction of the total that is allocated according 
to the dividend pattern over that of case B. 
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These distributions may be compared 
without reference to differences in the 
various yield totals accounted for; 
however, the comparison thus provided 
is somewhat defective because it dis- 
regards the imputed income aspect of 
the problem. 


[Vox. IV 


for these three cases. Since the average 
effective rates shown in the last column 
of Table 14 are rather similar, the com. 
parison may be drawn largely in terms 
of effective rates. 

In Case C the total payment is ag. 
sumed to come out of profits. The ef- 


x TABLE 14 


DistRisuTION OF CorPorATION Tax PAYMENTS Fork ALTERNATIVE ASSUMPTIONS 








Spending Unit Income Brackets (Thousands of dollars) 








Item 75 and 
Under! 12 23 34 45 575 ‘28RC Total 
over 
Corporation Tax Payments as 
Per Cent of Income * 
(1) Case A (standard) .... 73 5.1 46 45 44 46 113 66 
PE bc ccchedetes « 6.2 45 41 40 38 36 6.1 45 
Se Ss re rere 3.7 2.1 15 16 18 2.9 163 64 
SS a ee 12 A J 5 5 6 9 6.9 21 
SOE ns actu sereseee 13.5 88 8.1 7.7 7.2 66 44 68 
gE ee epee 13.5 9.0 8.2 79 73 68 5.5 73 
Per Cent of Corporation Taz 
Payments Contributed * 
(7) Case A (standard) .... 2.1 §5 103 122 90 M3 494 100.0 
ie 2 2a 2.7 75 14.5 17.1 123 13.8 32.1 100.0 
(9) Cases C and D ....... 1.1 23 34 43 3.7 73 779 100.0 
(10) Cases E and F ....... 3.7 93 18.1 20.9 145 16.1 17.4 100.0 
Total Tax Payments as s 
Per Cent of Income ¢ 
(11) Case A (standard) .... 28.1 24.3 25.9 26.1 26.0 276 36.3 29.2 
FS Baa 28.1 24.2 25.9 26.1 25.9 276 39.2 29.3 
ge 6 Eee 24.0 20.9 22.5 22.9 23.0 25.5 398 283 
Se RED 65 sckdadeesixa 22.7 20.1 22.0 22.3 22.4 246 38.9 26.5 
a eg ars 34.6 28.4 29.8 29.7 29.1 30.1 31.9 303 
SOMO IF vo bcccctdderen’ 36.0 29.0 30.3 30.2 29.7 31.1 40.0 326 





* Includes Federal corporation tax only. 


T Includes all taxes and all levels of government. Based on standard payroll tax assumptions, 
Note: Details do not necessarily add to totals because of rounding. 


1. Let us first compare the results of 
the two alternative shifting assump- 
tions with those of the standard as- 
sumption used in Case A. For the pur- 
pose, let us consider only those cases in 
which retained earnings and the tax 
thereon are allowed, that is, cases A, C, 
and E. Lines (1), (3), and (5) show 
tax payments as percentage of income 


fective rate curve follows the U shape 
found to prevail in Case A under the 
standard assumption. Indeed, the ini- 
tial element of regression is somewhat 
stronger than in the standard case, 
especially when moving from the 
second to the third bracket.? This is 


2 According to our definition (see note 2, section 
III), the initial element of regression in line (3) of 
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so because dividend receipts as a per- 
centage of income fall off more sharply 
at the lower end of the income scale 
than do expenditures as a percentage of 
income. As in Case A, there follows a 
proportional middle range, but progres- 
sion seems to make a somewhat earlier 
appearance. Most important, the de- 
gree of progression at the upper end of 
the scale is considerably sharper than in 
the standard case. Whereas the effec- 
tive rate paid in the highest bracket 


under Case C is much above that paid 


in the standard case, the effective rate 
paid by all other brackets is consider- 
ably less. The same picture is obtained 
also by comparing lines (7) and (9). 
Whereas spending units in the top 
bracket contribute 78 per cent of the 
yield total in Case C, they contribute 
only 50 per cent in Case A. 

Case E, where the total corporation 
tax payment is assumed to fall entirely 
on consumers, follows the excise pattern 
and is regressive throughout. Accord- 
ingly, the effective rate is much higher 
at the bottom and much lower at the 
top of the income scale than in Case A. 
The contribution of spending units in 
the top bracket, in this case, is reduced 
to 17 per cent, as against 50 per cent 
under the standard assumption. 

It is apparent from these comparisons 
that the application of alternative shift- 
ing assumptions results in drastically 
different distributions of the tax pay- 
ment. The corporation tax, it appears, 
is an altogether different proposition 
when one shifting assumption is made 
instead of another.? Moreover, since 
the corporation tax carries considerable 
weight in the yield total, the resulting 


Table 14 is stronger than in line (1) because the 


ratio of 3.7 to 2.1 is larger than the ratio of 7.3 to 
$1. 
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distributions for the revenue structure 
as a whole are also significantly dif- 
ferent for the different assumptions. 
This may be seen by comparing lines 
(11), (13), and (15) of Table 14. 
While the general U shape of the ef- 
fective rate schedule continues to apply 
in all cases, it is somewhat more marked 
in Case C than, for example, in Case E. 

Whether the reader will consider 
these divergent results as seriously in- 
validating the picture presented in the 
preceding section depends on his views 
regarding shifting. Even though he 
may not agree with the assumptions 
underlying our standard case, the reader 
should bear in mind that Cases C and E 
represent extreme and unlikely assump- 
tions.* 





3It is evident from the distributions shown in 
lines (2) and (16) of Table 1 that differences in 
assumptions with regard to forward as against back- 
ward shifting are of rather minor importance. The 
important factor is how much of the tax is shifted 
and how much falls on profits. 


4The reader may wish to consider alternative 
shifting assumptions as fol!ows: 

Case 1.—Let us assume that he wishes to consider 
retained earnings and the tax on these, as in the 
standard case, but wishes to change shifting assump- 
tions. He may then redistribute the total shown in 
the last column of Table 8 to suit his preferences 
and then allocate the new dollar totals by brackets 
on the basis of lines (9), (10), and (11) of Table 
8. He may then obtain a new line (4) in Table 8 
by adding vertically. 

This new line (4) may then be expressed as a per- 
centage of the income shown in line (10) of Table 
6. The results obtained will not be quite correct, 
however, as these income figures provide for im- 
putations which will differ from those properly ap- 
plied under other assumptions. 

In order to obtain the appropriate income, the 
reader may take the difference between his allocation 
into line (3) of Table 8, added horizontally, and the 
standard case allocation of $6,998 million. This dif- 
ference will then be allocated by income brackets in 
accordance with the percentage distribution shown in 
line (11) of Table 8. If the allocation to dividends 
is greater than in the standard case, the bracket dis- 
tribution thus obtained equals the additional imputed 
income and is added to the standard case income dis- 
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2. Let us now consider the differences 
which result from varying our assump- 
tions regarding the treatment of re- 
tained earnings and of the tax thereon. 
To bring out this aspect of the prob- 
lem, let us hold the shifting assumption 
constant and compare Cases A and B, 
C and D, and E and F. 

For Cases A and B, i.e. the standard 
shifting assumption, the results are 
shown in lines (1) and (2) of Table 
14. Since the yield total accounted for 
in Case A is larger than in Case B, the 
average level of effective rates is accord- 
ingly higher. However, the degree of 
regression shown at the beginning of 
the scale is rather similar in the two 
cases, as is the proportional middle 
range. The only significant difference 
in the distribution of payments appears 
to be the flattening of progression at 
the upper end of the income scale in 
Case B. This reflects disregard of the 
tax on retained earnings. The same 





tribution shown in line (10) of Table 6. If the allo- 
cation to dividends is smaller than in the standard 
case, the bracket distribution must be deducted. 

Case 2.—Now assume that the reader wishes to 
disregard retained earnings and the tax on them. In 
this case only a smaller yield total will be accounted 
for. Suppose that $6,920 million is assumed to be 
shifted forward or backward and $6,000 million to 
fall on profits. Using the 3:7 ratio between divi- 
dends and retained earnings, $1,800 million of this 
$6,000 million falling on profits is taken to fall on 
dividends and is substituted for $6,998 million in 
line (3) of Table 8, the total being reduced corre- 
spondingly from $12,920 million to $8,720 million. 
On this basis a new line (4) of Table 8 is obtained 
as in Case 1. 

Again this may be related to income as shown in 
line (10) of Table 6, but this will be quite unsatis- 
factory. In order to obtain the correct income, line 
(10) of Table 6 must be adjusted. This line allows 
for imputation of $13,200 million of retained earn- 
ings, plus $6,988 million of tax on profits. Imputa- 
tion in the present illustration should equal $1,800 
million. Thus the difference, or $18,398 million, 
should be allocated according to line (11) of Table 
8 and be deducted from line (10) of Table 6. 





[ Vou. IV 


may also be seen by comparing lines (7) 
and (8), which show the percentage of 
yield contributed by spending units in 
the top bracket to be considerably 
smaller in Case B than in Case A. 
Cases C and D, where the entire tax 
is assumed to fall on profits, involve 


sharply different yield totals and hence 


sharp differences in the average level of 
effective rates. Since the percentage 
distribution of tax payments as shown 
in line (9) is the same for both cases, 
the difference in the pattern of pro- 
gression and regression is due entirely 
to the difference in the imputation of 
income. Leaving aside the difference in 
the average level of effective rates, we 
find the general pattern of rates to be 
very similar for the two cases. The 
only significant difference is the lesser 
degree of progression at the top of the 
income scale which arises in Case D, 
This may be expected since disregard 
of the retained earnings reduces tax lia- 
bilities by a greater fraction than in- 
come before tax. 

Cases E and F, finally, allow for com- 
plete forward shifting. Here the aver- 
age levels of effective rates are more 
nearly comparable. Again the differ- 
ences in effective rate pattern are due 
entirely to differences in income im- 
putation, the percentage distributions 
of tax payments being the same for 
both cases. 


more pronounced in Case E, where re- 
tained earnings are imputed. 

On the whole, it appears that the dif- 
ferences in the pattern of effective rates 
arising from the change in the treat- 
ment of retained earnings and of the 








As will be seen from a com- 
parison of lines (5) and (6) of Table | 
14, both cases result in a regressive rate 
structure throughout the income scale, 
the degree of regression being slightly 
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tax thereon are not very significant; 
certainly, they are much less significant 
than those arising from the variation of 
shifting assumptions. The difference is 
largely one of average rate level and 
merely expresses the fact that different 
yield totals are accounted for under the 
two procedures. 


2. Excise Taxes 
As noted in section II, the allocation 
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ber of B.L.S. surveys. Since the latter 
derivations may involve a considerable 
margin of error, it seemed desirable to 
compare the results obtained by use of 
the detailed data with the distribution 
which results if all excises are allocated 
in accordance with the pattern of total 
consumer expenditures. The alterna- 
tive results, in this case, reflect differ- 
ences in estimating procedure rather 


TABLE 15 


DISTRIBUTION OF Excise Tax PAYMENTS FoR ALTERNATIVE SPENDING PATTERNS: 


Tax PAYMENTS AS PERCENTAGE OF INCOME 








Spending Unit Income Brackets (Thousands of dollars) 





Item 





Under! 1-2 28 34 45 575 “Sand = Total 
over 
Detailed Expenditure Pattern * 
Ses ci owacoshboeneah 6.0 5.2 48 48 42 4.0 26 40 
State and local ............. 58 3.9 36 3.6 34 3.1 2.0 3.1 
kd ns « ating hobnntem 118 9.1 8.5 84 76 72 46 71 
General Expenditure Pattern ¢ 
DTA bcd aU Whes dcx cuetnre 8.2 53 49 46 43 40 24 40 
State and local ............. 6.3 41 38 36 33 3.1 19 3.1 
CR ies irs Sa ee aha bk one 145 94 8.7 8.2 7.7 7.1 43 71 





* Allocated according to pattern shown in Table 4. This allocation used for excise distribu- 


tion in all other tables. 


t Allocated wholly according to line (2), Table 1. 
Note: Details do not necessarily add to totals because of rounding. 


of excises, wherever possible, was made 
in accordance with expenditures on spe- 
cific consumption categories. Only that 
part of the excises which could not be 
allocated in this fashion was distributed 
in accordance with the pattern of total 
consumer expenditures. This general 
pattern, as shown in line (2) of Table 
1, was obtained directly from the S.R.C. 
data, whereas the specific expenditure 
patterns had to be derived from a num- 


than in shifting assumptions. The re- 
sults are shown in Table 15, where the 
two excise tax distributions are com- 
pared. It appears that the element of 
regression at the bottom of the scale is 
somewhat sharper if the general ex- 
penditure pattern is used throughout. 
However, the over-all distribution of 
excise payments is very similar for the 
two cases. Similar conclusions apply 
under either method. 
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3. Payroll Taxes 


The distribution of payroll tax pay- 
ments, shown in section II, was based 
on the assumption that two-thirds of 
the employer contribution is shifted 
forward to consumers, whereas the re- 
mainder, as well as the entire employee 
contribution, is taken to fall on the 
wage earner. In Table 16 the estimated 
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While these differences in the distribu. 
tion of payments are obviously signifi. 
cant, the payroll tax contribution to the 
yield total was relatively slight in 1948, 
so that the over-all picture is not 
affected greatly by the variation of pay- 
roll tax assumptions. This may be seen 
in lines (7) to (9) of Table 16. With 
the growing weight of payroll taxation 
in the future, uncertainty regarding 


TABLE 16 
DistTRisuTION oF Parrott Tax PAYMENTS FOR ALTERNATIVE ASSUMPTIONS 





——s 





Spending Unit Income Brackets (Thousands of dollars) 








ttm 7.5 and 
Under! 1-2 23 34 45 575 “OONC Total 
Payroll Tax Payments as 
Per Cent of Income 
(1) Case A (standard) ..... 3.0 2.5 3.9 3.0 23 14 05 20 
EE oc cbksacs secede 2.2 26 44 36 2.4 11 Jl 20 
SN ES ng cabs cukd ec couse 46 2.7 25 24 22 2.0 12 2.0 
Percentage of Payroll Tax 
Payments Contributed 
(4) Case A (standard) ..... 28 87 22 267 148 11.4 74 100.0 
PE a ons cuaes ete 2.1 89 320 315 16.0 8.7 7 100.0 
ED 5 Cane ee 3.9 93 18.1 206 14.4 16.1 17.5 100.0 
Total Tax Payments as 
Per Cent of Income * 
(7) Case A (standard) ..... 28.1 43 29 261 20 276 33 29.2 
Gee GEE. ccncwccbisonsae 2773 244 264 67 62 272 #359 29.2 
Geeeee ©). Bese ecaecewiaees 23 245 +25 234 239 282 £37.11 29.2 





* Standard corporation tax assumptions. 


Note: Details do not necessarily add to totals because of rounding. 


distribution of payments is shown for 
two alternative assumptions. It is as- 
sumed in Case B that the entire tax falls 
on wages and in Case C that the entire 
tax falls on the consumer. 

As would be expected, the distribu- 
tion is more regressive at the lower end 
of the income scale in Case C than in 
the standard case. The distribution is 
progressive at the lower end of the in- 
come scale in Case B, with regression ap- 
pearing only above the $4,000 level. 


payroll tax shifting will be of increas 
ing importance. In time it may create 
a difficulty comparable to that presented 
by the corporation tax. 


4. Property Tax 


Certain alternative assumptions for 
the property tax remain to be examined. 
As set forth in Table 5, these relate to 
the allocation of the yield total among 
different shifting components, rathet 
than to the shifting assumptions appli- 
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cable to each of these components. In 
the allocation of the yield total for Case 
B, doubtful allocations were resolved in 
each instance so as to place as large a 
part of the burden upon the upper in- 
come groups as appeared reasonably 
possible, while the opposite policy was 
followed in determining the allocations 
for Case C.° 
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is more pronounced than in the stand- 
ard case. This reflects the allocation of 
a smaller fraction of the total yield to 
the land component. As a result, the 
fraction distributed according to the 
pattern of dividend receipts and rental 
income is reduced, while the fraction 
distributed according to the excise pat- 
tern is increased. 


TABLE 17 
DIstTrRIBUTION oF Property Tax PAYMENTS FoR ALTERNATIVE ASSUMPTIONS 








Spending Unit Income Brackets (Thousands of dollars) 





Item 





Under 1-2 28 34 45 575 “Sand poi 
Property Tax Payments as 
Per Cent of Income * 
(1) Case A (standard) ..... 536 389 342 320 293 278 2.74 3.08 
(2) Case B (progressive) ... 5.28 3.71 3.25 3.07 2.84 2.76 3.02 3.08 
(3) Case C (regressive) .... 5A47 4.18 3.63 3.34 3.01 2.82 2.40 3.08 
Percentage of Property Taz 
Payments Contributed 
REA vas win dee's cc cdave 331 889 1639 1858 1268 1464 2551 100.0 
RMON DD cece cccscdvesss 326 846 1556 1782 1228 1452 28.09 100.0 
DINED, 6 nciewenceees ve de 338 954 1739 1940 1305 1485 2238 100.0 
Total Tax Payments as 
Per Cent of Income ¢ 
DUD cacasavcicccgsce 28.08 2430 2591 26.11 2600 2759 3635 29.16 
SUED TE « odiewtbnes oMhicdd’e 28.00 24.12 25.74 2599 2591 2757 3663 29.16 
0 OS eae ee 28.18 2459 26.12 26.26 2609 2763 36.01 29.16 





* Includes state and local property tax payments. 
t Includes all taxes and all levels of government. Based on standard corporation and payroll 


tax assumptions. 


Note: Details do not necessarily add to totals because of rounding. 


The results are shown in Table 17. 
As may be seen from a comparison of 
lines (1) to (3), resulting differences 
are very slight. The degree of regres- 
sion at the lower end of the income 
scale is about the same for all cases. 
The standard case, as noted before, is 
regressive throughout. In Case B some 
slight progression appears at the upper 
end of the scale. In Case C regression 


5For detailed assumptions see appendix notes to 
Table 5, 


Except for the appearance of some 
degree of progression at the upper end 
of the income scale in Case B, it appears 
that variations in property tax pay- 
ments, introduced by the use of alterna- 
tive shifting assumptions, are very 
slight. The inadequacy of the data on 
which to base the allocation of the total 
property tax yield among specific com- 
ponents does not seem to do serious 
damage to the reliability of the esti- 
mated distribution of property tax pay- 
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ments. As shown in lines (7) to (9) 
of Table 17, the distribution of total 
payments is not seriously altered by the 
use of alternative property tax assump- 
tions. 

This concludes our analysis of alter- 
native assumptions. The reader may 
now combine the effective rate sched- 
ules for particular taxes obtained under 
any of the assumptions in Tables 14 to 
17 and thus derive alternative over-all 
schedules of tax payments comparable 
to those shown in Tables 6 and 7. 
Drastic differences in the over-all pic- 
ture, however, will arise only from 
rather sharp changes in the shifting as- 
sumptions with respect to the corpora- 
tion tax. The experimentation with 
alternative methods, except for this tax, 
appears to strengthen rather than 
weaken the confidence which may be 
placed in the general pattern of tax dis- 
tribution under the standard case. 


5. Comparison with Earlier Studies 


Finally, our results may be compared 
briefly with the earlier Colm-Tarasov 
estimate for 1938-39 and with the Ad- 
ler estimate for 1946-47. A compari- 
son of effective rates for the combined 
Federal, state, and local tax systems for 
the three studies is shown in Chart III 
and Table 18. 

(a) Differences in Level of Effective 
Rates.—The average effective rates for 
the three studies are 20.2 per cent for 
the Colm-Tarasov, 24.2 per cent for the 
Adler, and 29.2 per cent for the present 
study (standard assumptions). This 


6 Helen Tarasov, Who Does Pay the Taxes? (Sup- 
plement IV, Social Research, 1942). Reference is to 
the revised figures for 1938-39 as given on p. §. 
Also, see John Adler, “ The Fiscal System, the Dis- 
tribution of Income, and Public Welfare,” in Kenyon 
E. Poole (ed.), Fiscal Policies and the American 
Economy (New York: Prentice-Hall, Inc., 1951). 
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wide divergence results from the use of 
both different tax totals and income 
bases. The difference between our ay- 
erage effective rate and that of the 
Colm-Tarasov estimate needs no de- 
tailed explanation, as it reflects largely 
the higher level of tax rates in the later 
period. But a reconciliation with the 
Adler ratio is required. 

Our tax total amounts to $57.3 bil- 
lion as against $49.5 billion for the Ad- 
ler study. This is due in part to differ- 
ences in the yield total for the two time 
periods and in part to the fact that the 
tax total used in this study includes 
accrued income taxes whereas the Adler 
figure is based on collections. Part of 
the difference in the income base is 
again due to the difference in time 
period, but the remainder is due to a 
difference in the underlying sources of 
income estimate. The Adler study uses 
the estimate for personal income by the 
Department of Commerce, whereas the — 
present study uses the S.R.C. income 
total. In order to facilitate a compari- 
son with the Adler study, our effective 
rate schedule was recomputed, using the 





Department of Commerce income esti- 
mate. On this basis, the average effec- 
tive rate for our standard case is re- 
duced from 29.2 per cent to 24.7 per 
cent. In Chart III and Table 18 our 
result for the standard case is shown on 
both the $.R.C. and the Department of 
Commerce income base. As far as im- 
putations to income are concerned, 
there appear to be no major differences 
between Adler’s method and ours. : 

(b) Difference in Shape of Effective 
Rate Curves.—The shape of the effec- 
tive rate curve, as noted previously, de- 
pends considerably upon the shifting 
assumptions made with regard to the 
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corporation income tax. As the other 
studies assume that there is no shifting 
of this tax, they should be compared for 
statistical compatibility with our no- 
shifting assumption (Case C) rather 
than with our standard case. Accord- 
ingly, Case C, adjusted to the Com- 
merce income base, is also included in 
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as the two periods considered and the 
two tax structures involved are rather 
similar. The source material and the 
description of methods presented in the 
Adler study do not permit a detailed 
and careful comparison, but it appears 
that the differences in the pattern for 
the tax system as a whole are due to 


TABLE 18 


CoMPARISON oF Errective Tax Rates ror Various StTupies 


(In per cent) 








Spending Unit Income Brackets (Thousands of dollars) 





Study 





Under! 12 23 34 45 575 "Sand pot) 

Colm-Tarasov * .............. 18.0 17.5 174 17.7 18.2 18.7 32.7 202 

Se ee ake abs sande 19.6 15.1 173 17.7 22.9 24.2 36.3 242 

Case A, unadjusted .......... 2.1 243 29 261 22060 276 33 29.2 
Case A, adjusted to commerce 

EE cau he notsds cae s Coamea 23.6 20.3 216 218 21.7 23.1 31.7 24.7 
Case C, adjusted to commerce 

SED city Mena neubk gener 20.2 175 188 19.1 19.3 21.4 35.1 24.0 





*For 1938-39. See Helen Tarasov, Who Does Pay the Taxes? (Supplement IV, Social Re- 


search, 1942), p. 5. 


+ For 1946-47. See John Adler, “ The Fiscal System, the Distribution of Income, and Public 
Welfare,” in Kenyon E. Poole (ed.), Fiscal Policies and the American Economy (New York: 


Prentice-Hall, Inc., 1951). 


the chart and table. The average effec- 
tive rate for Case C, adjusted to De- 
partment of Commerce income, is 24.0 
per cent, or about the same as Adler’s. 
A study of Chart III and Table 18 
shows a fair degree of similarity be- 
tween the patterns of Case C and the 
Colm-Tarasov study. The fact that 
progression in our case begins sooner re- 
flects the downward extension of the 
personal income tax; the higher level of 
tates through the middle income brack- 
ets similarly reflects the increased sever- 
ity of personal income taxation. 
Adler’s effective rate pattern, on the 
other hand, shows marked difference 
from that of Case C. This is surprising 


numerous differences in the distribu- 
tion of particular taxes. One major 
source of divergence appears to result 
from differences in the consumption 
patterns used. The Adler study appears 
to rely on a smaller sample of B.L.S. 
data. Also our study uses a general 
pattern of consumer expenditure, de- 
rived from the S.R.C. data, while the 
Adler study appears to be based on 
B.L.S. data only. This may well ac- 
count for the fact that the pattern 
shown in the Adler study is distinctly 
more regressive at the bottom of the 
scale. The greater progressivity of the 
Adler schedule over the $3,000 to $6,- 
000 income range may reflect the allo- 
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cation of $4 billion of “‘ miscellaneous ” 
taxes on a proportional basis. Many of 
these taxes are of a regressive nature and 
have in our study been allocated accord- 
ing to specific expenditure patterns. 


6. Conclusion 


In view of the above results, we may 
reappraise briefly the validity of the in- 
cidence picture as presented in section 
Ill. The estimated distribution of per- 
sonal income tax liabilities should be 
rather accurate. While the assumption 
that there is no shifting of such liabili- 
ties may be open to debate, such shift- 
ing as occurred was hardly on a large 
scale; moreover, there is no basis on 
which to appraise the possible magni- 
tude of such adjustments. The excise 
distribution is based on expenditure 
patterns which in turn had to be de- 
rived from rather incomplete B.L.S. 
data; however, the results obtained by 
using the more reliable $.R.C. pattern 
for total consumer expenditures are 
rather similar. This suggests, although 
it does not prove, that the errors in- 
volved in the excise allocation are not 
of major importance. 

The distribution of corporation tax 
payments provides much the greatest 
dificulty; and it is evident that the 
shifting assumptions chosen will affect 
considerably the shape of the final pat- 
tern of tax distribution. A further 
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difficulty arises from the inadequacy of 
data regarding the distribution of divi- © 
dend income. The property tax prob- 
lem is complicated by the dearth of data 
for the allocation of shifting compo- 
nents. However, experimentation with 
alternative allocations shows less differ- 
ence in results than might be expected. 
Hence, the outcome seems fairly relia- 
ble. The allocation of payroll taxes 
again involves difficulties with regard 
to shifting assumptions; but the dif- 
ferences resulting from alternative as- 
sumptions are less serious than for the 
corporation tax, and the over-all weight 
of the payroll tax is much less. Finally, 
a major difficulty of interpretation arises 
at the bottom of the income scale, ow- 
ing to the heterogeneous composition of 
the low spending unit income brackets. 
At the upper end of the scale no de- 
tailed breakdown is possible, since no 
adequate data for detailed income 
brackets in excess of $7,500 are availa- 
ble. 

While these difficulties must be kept 
in mind, it appears that the results are 
fairly adequate, if we are satisfied to 
accept the simplified framework of this 
analysis. But this is a big if. The re- 
sults become much less satisfactory 
when we recognize that any statistical 
measure of tax incidence is subject to 
the conceptual limitations set forth in 
the introductory section. 


APPENDIX 


1, Notes on Table 1 


Data for lines (1) through (6) were derived from 
the “1948 Survey of Consumer Finances,” by the 
Survey Research Center, University of Michigan. 
Most of the data were published in the Federal Re- 
serve Bulletin, June through September, 1949, but 
some unpublished data were obtained from the $.R.C. 


When the data shown are carried to more decimal 
places than appear in the published sources, such 
additional information was obtained directly from 
the S.R.C. 

Line 1: F.R.B., July, 1949, p. 780. 

Line 2: Determined as a residual. The S.R.C. per- 
centage distributions for money income, savings, and 
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Federal personal income tax liability (S.R.C.) were 
converted into dollar distributions, using totals of 
$176.0, $12.0, and $16.0 billion respectively 
(S.R.C.). Dollar savings and tax liabilities for each 
income bracket were deducted from dollar income, 
and a further deduction was made for state personal 
income tax liabilities estimated on the basis of the 
Wisconsin law. The residual was then reconverted 
into a percentage distribution. 

Line 3: A percentage distribution of expenditures 
for the purchase of automobiles and a percentage 
distribution of expenditures for the purchase of all 
other durable goods were obtained directly from the 
S.R.C. These were combined into a weighted aver- 
age, the weights being equal to $11.5 billion for 
autos and $7.5 billion for other durables (F.R.B., 
June, 1949, pp. 647 and 650). The S.R.C. distri- 
butions were furnished by deciles of spending units 
and had to be converted into distributions by spend- 
ing unit income brackets as used in this study. 

Line 4: The S.R.C. data do not show a percentage 
distribution of housing expenditures by home owners. 
They do show housing expenditures of home owners 
as a percentage of their incomes (F.R.B., September, 
1949, p. 1048). Since this information was given 
only for three broad income brackets, the first step 
was to estimate a corresponding distribution for our 
seven income brackets. Step number two was to 
estimate the dollar income distribution of home 
owners. Use was made of S.R.C. data showing the 
percentage of spending units in each income bracket 
who own their homes (F.R.B., September, 1949, p. 
1040). By applying these percentages to the dollar 
distribution of money income, (see explanation to 
line 2 above), a dollar distribution of money income 
by home owners was obtained. Step three was to 
multiply this money income in each income bracket 
by the percentage of income spent on housing, and 
thus to obtain a dollar distribution of housing ex- 
penditures by home owners from which the percent- 
age distribution shown in line 4 could be derived. 

Line 5: The method of derivation was identical 
with that for line 4, except that data on renters 
rather than home owners were used. See the F.R.B., 
September, 1949, p. 1040, for the percentage of 
renting families in each income bracket, and p. 
1050 for the percentage of income spent for housing 
by renters. Note that for both lines 4 and § the 
original data are given for family units. Since nine- 
tenths of the family units are single family spending 
units, the uncorrected application of this data to a 
spending unit distribution involves no significant 
error. 

Line 6: F.R.B., August, 1949, p. 910. 

Lines 7 through 14: To properly allocate the for- 
ward-shifted portions of various taxes it was neces- 
sary to determine what proportion of expenditures 
for certain consumption items was made by each in- 
come class. The expenditure pattern developed in 
lines 7 through 14 is based on consumer budget 
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studies conducted by the U. S. Department of Labor 
during the years 1946 through 1948. The original 
data appear in (a) “Consumer Spending: Detroit, 
Denver, and Houston, 1948,” Monthly Labor Review, 
December, 1949; (b) ‘‘ Family Income and Expendi- 
tures in 1947, Washington, Richmond, and Man. 
chester,” Monthly Labor Review, April, 1949; and 
(c) “Survey of Prices Paid by Families, Milwaukee, 
Savannah, and Scranton,” an unpublished report by 
the U. S$. Department of Labor. These studies con. 
ducted during the years 1946 through 1948 were 


selected in preference to the more comprehensive — 


studies undertaken in 1941 because they are more 
likely to accurately reflect the changed price and 
income relationships of the postwar years. Rural 
families are not included in the postwar studies, 
Some comparison of rural and urban spending habits, 
however, reveals no systematic differences for which 
adjustments could be readily made. 

No attempt was made to correct for the dis- 
crepancy arising out of the fact that this study is 
conducted in terms of spending units whereas the 
consumer budget studies surveyed family units. Nor 
was any attempt made to correct for the fact that 
although single person spending units are included in 
the S.R.C. distribution of spending units, the B.LS, 
provides useful information only about family units 
of two or more persons. Any error introduced by 


this nonidentical treatment was not deemed to be 


sufficiently significant in this context to warrant 
working out a complicated conversion system. 

Since a single consumption pattern for the entire 
United States is required, the data from these budget 
studies were consolidated into a single pattern. For 
this purpose the size of each of the cities was deter 
mined according to the 1940 census. Each city 
pattern was then given a weight equal to the weight 
carried by a city of such size in the consumer price 


index prepared by the B.L.S. Since the size distribue 
tion of cities included in the B.L.S. surveys provided — 
a fairly representative coverage of the range of cities 
included in the index, this weighting system appeatt 


to be fairly adequate. It is evident, however, that 


the estimated national expenditure pattern suffers 
from the fact that it was based on a rather small” 


sample. 

Line 15: No direct information on the distribu 
tion of dividend income by spending units is availa 
ble. An attempt was made to translate the 1947 
dividend distribution by taxable income brackets 


(Treasury Press Service Release S-2171, November 


25, 1949) into a similar distribution by spending 
unit income brackets. Since the Treasury distribue 
tion for 1948 was not available at the time of write 
ing, it was necessary to assume that the distribution — 


for 1948 would be similar to that for 1947. 


Step number one was to allocate the money it M 


come received in each spending unit income bracket 


to the various brackets of taxable income in which 
it comes to be declared. This involves making allow- 


s 





Z 
oO 


ZA_BBTELEBEBSEER FREE LSB 


ad 
= 
a 


FAeree Ssees SSEREREPERPEERE _ ES STRESS TE 








ks | 


ll li i ee ek ee he et 


. 


Te. ae. ey ee 


pe Rs, Re i re RE Ee an ee an A A > ae | 





No. 1] 


ance for income splitting and other factors and is to 
, considerable extent a matter of judgment. 

The second step was to obtain from this cross- 
classification the total spending unit income falling 
into each taxable income bracket, and to derive for 
each taxable income bracket a percentage distribution 
of the total by spending unit income brackets. 

Step three was to distribute dollar dividend pay- 
ments by taxable income brackets in accordance with 
the 1947 pattern. The total of dividend payments 
going to each taxable income bracket was then dis- 
tributed among spending unit income brackets con- 
tributing to the taxable income bracket in accord- 
ance with the pattern developed in step two. 

The final step was to aggregate for each spending 
unit income bracket the dividend payments thus al- 
located to that bracket and from this to derive a 
percentage distribution of total dividend receipts by 
spending unit income brackets. 

Line 16: On a basis of Statistics of Income data 
(Treasury Release $-2171) it is estimated that be- 
tween 85 per cent and 90 per cent of income below 
$5,000 represents wage and salary payments, and 
that 67 per cent and 37 per cent respectively would 
be appropriate estimates for the two upper income 
brackets used in this study. It was assumed, there- 
fore, that 87.5 per cent of incomes up to $5,000 
consisted of wages and salaries. An estimate of wage 
and salary income by income brackets was obtained 
by multiplying these percentages by the money in- 
come for each bracket. The figure for each bracket 
was then converted to a percentage of the total of 
all brackets. 

Line 17: The percentage of spending units in each 
income class that derive their income from employ- 
ment covered by social security legislation was esti- 
mated using Low Income Families and Economic Sta- 
bility, by the Joint Committee on the Economic 
Report, 1949, p. 86. Those units whose principal 
earner was clearly not covered by social security 
(eg., retired, farmers, etc.) were eliminated. The 
percentage of units remaining multiplied by the wage 
and salary income in each income bracket (see line 
16) resulted in a distribution of covered wage and 
salary income by income brackets. The figure for 
each bracket was then converted to a percentage of 
total for all brackets. 

In view of substantially higher rates applicable to 
railroad retirement and Civil Service retirement plans 
these were treated separately and assigned as though 
the unit contained a single earner. Government 
employees were assumed to bear full burden of Fed- 
eral retirement plans. 

Line 18: Rental income was determined by trans- 
lating the 1947 rental income distribution by taxable 
income brackets (Treasury Press Service Release S- 
2171, November 25, 1949) into a similar distribu- 
tion by spending unit income brackets. The method 
was analogous to that used in the determination of 


line 15. 
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2. Notes on Table 4 


Excise taxes listed in Table 2 were assigned to 
specific consumption pattern items. The amounts so 
assigned were then allocated to spending units accord- 
ing to the consumption pattern developed in lines 
7 through 14 of Table 1. The assignment of excises 
according to the consumption pattern classification 
is summarized in Table 19. Taxes such as those on 
food, alcohol, or tobacco are assigned directly to their 
corresponding items in the consumption pattern. 
Others involve more difficulty. For example, the 
automotive excises cannot simply be assumed to be 
borne by consumers in proportion to their expendi- 
tures on automotive transportation. A large part of 
the tax involves commercial vehicles. This portion 
of the tax becomes a cost of production to firms 
that use motor vehicles in their business. Thus, a 
part of the automotive excises appears in the price 
of nonautomotive products. It was estimated, after 
some consultation with the research departments of 
large automobile manufacturers, that 50 per cent of 
the automotive excises are subject to this sort of dif- 
fusion. The same ratio was used in the assignment 
of excises on electrical goods, insurance companies, 
and public utilities. The assignment of communica- 
tion excises is the same as is made in studies by Mabel 
Newcomer (Annals of the American Academy of 
Political and Social Science, November, 1949, p. 56). 
These same studies suggested a basis for the appor- 
tionment of transportation excises. General sales 
taxes were distributed among appropriate consumption 
items in proportion to the relative importance of 
those items as a fraction of total consumer expendi- 
tures on taxed items. Customs duties, on the other 
hand, were distributed according to the general con- 
sumption pattern. It was assumed that 10 per cent 
of amusement taxes were paid by business firms. Al- 
though there is no evidence to support this, it seemed 
reasonable to recognize entertainment as a business 
expense. 


3. Notes on Table 5 


Let us first consider Case A, the standard case. 
Of total property taxes of $6,064 million, 80 per 
cent or $4,851 million, was assigned to real estate 
(line 9), and 20 per cent or $1,213 million was 
assigned to the personal property classification (line 
16). This division is justified by the fact that the 
Bureau of Census shows that in 1940 the assessed 
value of real property was 80 per cent of the as- 
sessed value of all property (1950 Economic Alme- 
nac, NICB, p. 484); and that in 1948 in thirty- 
seven large cities the assessed value of real property 
constituted 81 per cent of the total (Large City 
Finances in 1948, City Finances; 1948, No. 3, Wash- 
ington, D. C., September, 1949, p. 10, Table V). 
Further, the Department of Agriculture estimates 
that in 1948 farm real estate taxes were 85 per cent 
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of total farm property taxes (1950 Economic Alma- 
nac, NICB, p. 190). 

The real estate component of the property tax, 
$4,851 million, was further divided into those parts 
falling on farms (lines 1 plus 2), business property 
(lines 3 plus 4), rented homes (lines 5 plus 6), and 
owner-occupied homes (lines 7 plus 8). 

Of the $4,851 million tax on real property, $651 
million was assumed to be a tax on farm land. This 
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remainder, $217 million, was assigned to improve 
ments (line 2). 

After appropriate parts of the {“,851 million tax 
on real property had been assigned to farm, rented 
homes, and owner-occupied homes, there remained 
$965 million which was allocated to business prop. 
erty. This remainder of $965 million is simply 4 
residual; no data are available for determining it di. 
rectly. It was assumed that one-third of the reg 


TABLE 19 


ALLOCATION oF Excise Taxes spy CONSUMPTION PATTERN ITEMS 


(In millions of dollars) 








Assignment to Consumption Pattern Items 





| 





Excises by General 
Auto Other Con- 
Industry To- Recre- : Hous-_ All 
bacco peg eae. ation Food Liquor ing Other y Total 
: Pattern 
Federal Tazes 
Alcohol ......... ies 2,177 2,177 
Tobacco ........ ore aya yo ae i ids sion 1,312 
Automotive ..... oe aee 10 om 82 ackiek etn bees 639 1,279 
Amusement ..... ear bikes Gals 576 a a6 1 ae he 64 640 
Transportation .._... 53 100 nail ae 457 610 
Communication .. ae sda ea 170 “ye 342 512 
EE: a ueiine he tN apa 463 ade 463 
Electrical ....... tae een eat 133 ia 132 265 
ME gs ects i vz) 115 ts aie BS on 115 
SY wit cuesces iws ie 129 129 
eee bins sae aoe sie an 410 410 
MD. Sa a cumes 1312 601 110 576 197 2,177 303 463 2,173 7,912 
— —. — — — — — — — == 
State and Local 

General sales .... fee 784 38 1,033 a 1,899 
Automotive ..... 994 pro 995 1,989 
Alcohol ......... igi a 545 sa 545 
PD cicccnes S06" = ks ue ths oe 365 
Amusement ..... iu at oe 165 19 1% 
Insurance ....... eas ih eas 101 101 202 
Public utility .... — 134 133 267 
Ee Soren paca oe ia si ion ‘ax 642 642 
Total ......... 409 994 ws 165 TBA _5BB C134 1,134 1890 86,098 





estimate is based on Department of Agriculture data 
(1950 Economic Almanac, NICB, p. 190). It was 


further assumed that two-thirds of the real estate 
tax on farm land falls on land and one-third on im- 
provements. This is identical with the Tarasov esti- 
mate, and is substantiated by data in Studies in In- 
come and Wealth, vol. 12, (NBER, 1946), p. 196. 
On this basis $434 million of the $651 million fall- 
ing on farms was assigned to land (line 1), and the 


estate tax on nonfarm land falls on land itself and 
that two-thirds falls on improvements. ‘This agaia 
is identical with the Tarasov estimate. Thus, $322 
million was assigned to business land (line 3), and 
$643 million was assigned to improvements on 
ness property (line 4). 

Of the $4,851 million, $1,235 million was assumed 
to fall on rented homes. This estimate is consistent 
with S.R.C. data, which show that somewhat les 
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than 50. per cent of all homes are rented (Federal 
Reserve Bulletin, September, 1949, p. 1040), and that 
therefore the tax on rented homes should be less 
than on owner-occupied residences. It is also rea- 
sonable to presume that rented homes are less valua- 
ble than owner-occupied homes, since the former 
tend to be occupied by spending units in the lower 
income brackets (ibid.). The $1,235 million was 
then divided so that one-third or $412 mi'lion fell 
on land (line 5), and two-thirds or $823 million fell 
on improvements (line 6). 

On the basis of an S.R.C. estimate, $2,000 million 
of the real property tax was assigned to owner-occu- 
pied homes (F.R.B., September, 1949, p. 1046). 
Again one-third or $670 million was assumed to fall 
on land (line 7), and the remainder, $1,330 million, 
was assumed to fall on improvements (line 8). 

The division of the tax on personal property 
among its several components presented the same sort 
of problem as did the division of the tax on real 
property. The task was complicated by the fact that 
even less information was available on which to base 
estimates of the proper breakdown. 

Of the $1,213 million representing the tax on per- 
sonal property, the Department of Agriculture esti- 
mates that $115 million was paid by farmers (1950 
Economic Almanac, NICB, p. 190). ‘There was no 
basis for determining how much of this $115 million 
was properly a tax on tangibles, and how much on 
intangibles. In the absence of information, an equal 
break of this amount between tangibles and intangi- 
bles seemed the best procedure. 

The remainder of the $1,213 million tax on per- 
sonal property was arbitrarily divided equally be- 
tween business and individuals, $549 million being as- 
signed to each. It was again assumed in each case 
that half the tax was on tangibles and half on in- 
tangibles. Thus $275 million was assigned to each 
of these categories (lines 10, 11, 14, and 15). The 
breakdown between tangibles and intangibles in the 
case of the tax on business firms is not important, 
since the entire tax is assumed to be shifted forward 
to consumers. On the other hand, the breakdown 
between business firms and individuals is important. 
Of the tax falling on individuals the part assigned to 
tangibles was assumed to be distributed on the same 
basis as the ownership of durable goods and the part 
assigned to intangibles to be distrbuted the same as 
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liquid assets. This is a more progressive allocation 
than that for the portion of the tax assumed to fall 
on business firms. 

Cases B and C, the progressive and regressive cases 
respectively, differ from the standard case in the as- 
sumptions regarding the distribution of the real prop- 
erty tax between rented homes and business property 
and in the distribution of the personal property tax 
between business firms and individuals. In addition, 
different assumptions are made regarding the amounts 
of real property tax assignable to land and improve- 
ments and in the amounts of the personal property 
tax assignable to tangibles and intangibles. 

In the progressive case, Case ,B, $935 million of 
the property tax was assumed to fall on rented 
homes, and $1,265 million was assumed to fall on 
business property. In both instances 40 per cent was 
assigned to land and 60 per cent to improvements. 
Thus, of the $935 million falling on rented homes, 
$374 million was assigned to land (line 5) and $561 
million to improvements (line 6). Of the $1,265 
million falling on business property, $506 million was 
assigned to land (line 3) and $759 million to im- 
provements (line 4). 

Instead of dividing the residual part of the per- 
sonal property tax equally between individuals and 
business firms as in the standard case, in the pro- 
gressive case $350 million was allocated to business 
firms and $750 million was allocated to individuals. 
Of the $350 million falling on business firms, one- 
half or $175 million was assumed to fall on tangi- 
bles and one-half on intangibles (lines 10 and 11). 
Of the $750 million falling on individuals, 30 per 
cent or $225 million was assumed to fall on tangi- 
bles (line 14), and the remainder, $525 million, to 
fall on intangibles (line 15). 

In the regressive case $1,535 million of the real 
property tax was assumed to fall on rented homes, 
while only $665 million was allocated to business 
property. In both instances only 20 per cent was 
assumed to be assignable to land and 80 per cent 
to improvements. The personal property tax was 
divided so that $750 million fell on business firms 
and only $350 million on individuals. Again, the 
part paid by business firms was divided equally be- 
tween tangibles and intangibles. Of the $350 million 
paid by individuals, 70 per cent was assumed to fall 
on tangibles and 30 per cent on intangibles. 











ALICE IN BUDGET-LAND 


HERMAN C. LOEFFLER * 


’ 

 apearme budget and appropriation 

practices have long since developed 
Alice-in-Wonderland overtones of un- 
reality and confusion. They are badly 
in need of basic reforms which go much 
deeper than the recent recommendations 
of the Hoover Commission, sound and 
desirable as were the proposals of that 
group in this field. 

The Commission concluded that the 
Federal budget is “an inadequate docu- 
ment, poorly organized and improperly 
designed.” Four of its recommenda- 
tions therefore proposed: (1) the use 
of performance budgets to emphasize 
work to be done rather than objects to 
be purchased, (2) an immediate survey 
of the appropriation structure to correct 
present diversity, (3) separation of 
current expenditures from capital out- 
lays, and (4) Presidential authorizations 
to spend less than full appropriations if 
Congressional purposes can be carried 
out with lesser amounts. Other recom- 
mendations not bearing so directly on 


* The ideas expressed in this article by Mr. 
Loeffler are his own and not to be construed as those 
of the Senate Committee on Expenditures in the 
Executive Departments, with which he became 
associated as a professional staff member in early 
1949. For years he was active in research work on 
problems of local government in New York, St. 
Louis, Boston, and other cities. Starting in 1941 
he served eight years with the U. S. Bureau of the 
Budget, mostly as one of the Assistant Chiefs of its 
Fiscal Division. 
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the conclusion quoted above include 
five proposals to strengthen the Bureau 
of the Budget, and four proposals (with 
various dissents) dealing mostly with 
better governmental accounting. 


DEFECTS IN CURRENT PRACTICES 


Appropriations Based on Obligations 


The initial and traditional stages of 
preparation by the departments and 
agencies of their annual spending re 
quests make good sense. The organi- 
zation units formulate their desired 
work programs in the light of social, 
economic, political, and many other 
developments and needs. Wherever 
possible these programs are divided into 
proper work units. The work units 
are then multiplied by estimated costs 
per unit, thus developing proposed ex 
penditures relative to the budget year 

But from here on, the Alice-in- 
Wonderland conditions start. 


that proposed expenditures be translated 
into so-called obligations, which up t 
very recently were the only basis for 
the traditional accounting controls t 


prevent overspending of appropriations 


Obligations consist of the total dollar 


amounts required to make the arrange 
ments which are necessary as a practical 


matter to accomplish a work program 
They consist of the full commitments 


The 


controlling financial statutes requift 
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obtain desired services by hiring people 
and to obtain commodities and other 
objects by the letting of short- or long- 
term contracts, usually limited by 
statute to a maximum life of three 
years. 

The result of this requirement is that 
although the proposed work programs 
of a Federal agency may be identical 
for two successive years, the obligations 
requested of Congress as proposed ap- 
propriations to accomplish these pro- 
grams may be quite different. Why? 
Assume that in the first of two identical 
annual work programs of a Federal 
agency for successive years, obligations 
were incurred to cover a relatively large 
number of two-year contracts in their 
entirety, and that in the following year 
few multi-year contracts were included 
because the expiring contracts were 
available from the prior year to supply 
required goods and services. Under 
this assumption the agency might have 
the same $10,000,000 work programs 
in both fiscal years 1949 and 1950, al- 
though requiring an appropriation of 
$12,000,000 for the first year as con- 
trasted with an appropriation of only 
$8,000,000 for the second year. Under 
these circumstances, appropriations of 
course cease to indicate the scope of 
agency work programs. 

This example is much simpler than 
the conditions existing in practice, 
particularly in those departments and 
agencies which carry on many con- 
struction projects for which three-year 
building contracts are frequent. In 

cases computation of an annual 
appropriation requires that two deduc- 
tions must first be made from the 
estimated amount of the actual annual 
construction to be accomplished, in 
order to adjust for those expenditures 
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in the budget year which will be met 
from the unused portions of multi-year 
contracts awarded in the two prior 
years (unliquidated obligations carried 
forward) and still available for ex- 
penditure. Further, the appropriation 
for the proposed construction program 
must be increased by two additions in 
order to provide for expenditures occur- 
ring in the two subsequent years under 
the long-term contracts which are to be 
let in the budget year. 

The upshot of these adjustments is 
that in determining the size of the 
appropriation for a given construction 
program, consideration must be given 
to work involved during a total period 
of five years. The amount of the ap- 
propriation may therefore give no indi- 
cation whatever of the actual amount of 
work to be done in the fiscal year. 


Expenditures Not Comparable with 
Appropriations 


This Alice-in-Wonderland confusion 
is of course equally bad in connection 
with the actual expenditures under 
annual appropriations. As has been 
indicated, annual appropriations in- 
clude, in addition to adjustments for 
carryovers between years, the total 
contracts to be awarded in the fiscal 
year, without regard to the longer 
period over which expenditures. under 
those contracts may be spread before 
they are completed. The annual ex- 
penditures reported by an agency there- 
fore have no relation to the year when 
the contracts were let or other obliga- 
tions were incurred to obtain the neces- 
sary current deliveries. 

Imagine trying to exercise sound 
judgment in preparing budgets under 
this theoretical background. Using the 
simple example already given, the 
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agency would report expenditures of 
$10,000,000 each in fiscal years 1949 
and 1950. Since $12,000,000 was the 
first year’s appropriation, the agency 
had presumably been very economical 
and had underspent its allowance. In 
the second year, however, it had sup- 
posedly broken the law and seriously 
overspent by the same amount. Of 
course, both of these conclusions are 
entirely incorrect. 

In many agencies, annual appropria- 
tions provide only the annual salaries 
of those employed, plus quarters and 
small amounts for travel and the like, 
so that there is practically no carryover 
between years. The above difficulties 
are therefore either nonexistent or 
relatively inconsequential. In other 
agencies, however, notably those letting 
contracts for big building operations, 
the reverse will be true; very heavy 
carryover will occur between years be- 
cause of the many multi-year contracts 
in effect. Other agencies will lie be- 
tween these two extremes. The diffi- 
culty is that one never knows to what 
degree the annual expenditures reported 
for an agency are comparable with the 
appropriations voted for it. 


Lack of Cohesion in Budget Document 


As to this never-never land of fiscal 
planning and control under practical 
operating conditions, let me comment 
very briefly on the resultant serious 
problems for the annual Federal budget 
document. That huge tome of tele- 
phone directory size contains an im- 
mense amount of valuable data labori- 
ously prepared after much discussion 
and planning by the Federal agencies 
and then gathered and reshaped by the 
Bureau of the Budget to fit into the 
President’s program. 
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It is a fact of great importance to the 
whole democratic process that this large 
collection of very important financial 
material scares off many interested 
persons. Some of this negative reaction 
undoubtedly stems from the fact that 
the basic design of the budget docu- 
ment is so faulty. It starts with some 
200 pages of Presidential Budget 
Message and summary tables, prepared 
quite exclusively on an expenditure 
basis so that the programs proposed in 
the budget may be fitted into economic 
and financial developments in national 
affairs of the present and near future, 

Incredible as it may sound, that ma- 
terial is supported—of necessity under 
existing law—by over 1,000 pages of 
densely packed and unrelated detail on 
the obligation basis which must be used 
for appropriations. The result is that 
the document has an unbelievable lack 
of internal cohesion.’ As stated by one 
experienced official in the field of Fed- 
eral budgeting, this lack of cohesion has 
long been recognized “but for some 
reason or other, like Mark Twain’s 
weather, no one has ever done anything 
about it, and it is high time someone 
should.” 

To remedy these Alice-in-Wonder- 
land conditions in Federal budget and 


1 The budget document transmitted to the Con- 
gress on January 15, 1951, considerably modifies a 
former important summary table in an effort to 
bridge the gap between the expenditure approach of 
the Budget Message and the immense supporting “ ob- 


ligation” detail required by law. To that end the 
modified table continues the usual six columns of — 
both appropriation and expenditure figures for each 
of the usual three fiscal years covered, then adds 


eleven new columns to trace the degree to which 
annual expenditures are based on the later liquida- 


tion of obligations incurred against prior year appro 


priations. This painstaking exercise is of 


usefulness and unfortunately falls short of meeting iz 
the criticisms which motivate the action program 


proposed in this article. 
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appropriation practices, valuable Hoover 
Commission recommendations for per- 
formance budgeting and for improve- 
ments of the appropriation pattern are 
almost wholly irrelevant. More funda- 
mental remedies must be applied to the 
large problem here under discussion. 
And those remedies ought soon to be 
forthcoming, because, as the Hoover 
Commission puts it, the present frus- 
tration of the Congress and the general 
public with the Federal budget “can 
readily become a dangerous influence 
for political and social disintegration.” 


Accounting Controls a Motivating 
Factor 


The reader may wonder why respon- 
sible officials have so long clung to the 
present confused procedure. In part 
that hesitation is probably due to a 
myriad of technical and perplexing de- 
tails which departures from traditional 
methods would raise in the farflung and 
complicated operations of the Federal 
Government. 

More important, however, is un- 
doubtedly the fact that the present 
system lends itself to easy accounting 
controls to prevent overspending of 
appropriations. Thus, each appropria- 
tion is set up as a control figure over an 
account when it is voted. The account 
is then cumulatively charged with a 
variable mixture of expenditures as they 
occur—of current expenditures such as 
the regular payroll and of the full 
amounts of multi-year contracts as 
awarded, regardless of their expiration 
dates beyond the close of the fiscal year. 

At the end of the fiscal year, the 
residual unobligated amount is by law 

no longer available for further ob- 
ligation. But the obligated balance is 
carried forward, usually for two years," 
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so that as the unfinished contracts and 
other obligations are completed, ex- 
penditures are cumulated against the 
original obligations which were entered 
in the accounts to provide for each full 
contract to maturity. 

In this simple fashion eventual over- 
spending of any appropriation is pre- 
vented regardless of the mixed sequence 
of long-term and short-term trans- 
actions with either slow or rapid sub- 
sequent rates of liquidation. It should 
be emphasized that this control can be 
continued within each fiscal year under 
the program proposed in this article, 
even though that program would stop 
carry-over of appropriation balances be- 
tween years to complete contracts.” 


PRESENT LAW AND PROPOSED THREE- 
WAY STATUTORY PROGRAM 


Many laws control Federal trans- 
actions and finance in one way or 
another. Most important of these from 
the standpoint of this article, however, 
are two old statutes. One of these, 
dating from 1874 and therefore in 
effect for almost eight decades, requires 
that “the Secretary of the Treasury 
shall cause all unexpended balances 
which shall have remained upon the 
books of the Treasury for two fiscal 


18 Actually, under a 1949 statute, unused parts of 
appropriations are continued as available for paying 
claims and judgments approved by the General Ac- 
counting Office until the statute of limitations takes 


effect. 





21 is a great pleasure to indicate a recent basic 
change promulgated for agency accounting by the 
General Accounting Office on June 1, 1950 (Ac- 
counting Systems Memorandum No. 7, May 2, 1950). 
The new system permits relegating present account- 
ing for commitments and obligations to memoran- 
dum accounts, so that the primary basis of 
accounting may be the expenditure controls which 
this article argues would have many beneficial effects 
in Federal operations. This development has possi- 
bilities of far-reaching significance. 
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years, to be carried to the surplus fund 
and covered into the Treasury.” * 

The second statute, the so-called 
Anti-Deficiency Act of 1905, provides 
that “ no executive department or other 
Government establishment of the 
United States shall expend, in any one 
fiscal year, any sum in excess of ap- 
propriations made by the Congress for 
the fiscal year, or involve the Govern- 
ment in any contract or other obliga- 
tion for the future payment of money 
in excess of such appropriation unless 
such contract or obligation is authorized 
oy iaw..63-"* 

These two statutes are primarily re- 
sponsible for the confusion which has 
been briefly discussed. It is proposed 
that they be modified by three statutory 
amendments. These amendments are 
by no means the original ideas of the 
author. They also reflect the findings 
of various writers on this subject who 
have developed different aspects of the 
thesis underlying this article.© More- 


318 Stat. 110. 
431 U.S.C. 665. 


5 Among others see: 

A. J. Wilson, The National Budget (London, 
1882), p. 145; 

Charles G. Dawes, Statement as first Budget 
Director in Federal Budget for fiscal year 1921; 

W. F. Willoughby, The National Budget System 
(1927), pp. 254-57; 

A. E. Buck, Public Budgeting (1929), pp. 523- 
24, §26-27; Financial Control and Accountability 
(in Report of President’s Committee on Adminis- 
trative Management, 1937), p. 144; Financing 
Canadian Government (Public Administrative Serv- 
ice, 1949), pp. 126-28; 

J. Wilner Sundelson, Budgetary Methods in Na- 
tional and State Governments (in Special Report of 
New York State Tax Commission, No. 14, 1938), 
pp. 527-30; 

Lucius Wilmerding, Jr.. The Spending Power—a 
History of the Efforts of Congress to Control Ex- 
penditures (1943). (These efforts are shown to 
have been largely ineffectual thus far.) Also Mr. 
Wilmerding’s important testimony on June 26, 1945, 
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over, the proposed statutory changes 
are in line with the fiscal methods suc. 
cessfully used in Canada and Great 
Britain. 

The suggested program would re. 
place the present loose and inadequate 
annual control by Congress over the 
operations of Federal agencies through 
appropriations based on _ obligations 
with a proposed annual control which 
bases appropriations on expenditures, 
From such an “annuality” concept 
would arise many benefits of better 
budgeting, of a cohesive budget docu. 
ment, and of reports which the public 
can understand and which the Congres 
can really use for controlling the annual 
expenditures of the executive agencies, 

The basic aspects of the proposed 
three-way statutory program, discussed 
more fully below, may be summarized 
as follows: 


1. Base each annual appropriation solely on 
payments for the goods and services to 
be actually delivered thereunder up t 
the end of the fiscal year and not be 
yond. 

2. Use 90-day reserves, etc., to pay tardy 


bills for such deliveries when rendered . 


after year’s end, i.e., after each June 30. 

3. Use contract authorizations for all 
multi-year programs; make universal 
the present construction contract pre 
vision that annual expenditures undé 
each contract are contingent on th 
size of the related successive annual ap 
propriations by Congress. 


The italicized text at the start of 


each of the major sections I, II, and I 


below gives very briefly the statutory 
change which is proposed. The italics 
are followed by a discussion of the scopt 
and nature of the proposed change. 


before the Joint Committee on the Organization o 
Congress, on H. Con. Res. 18. 
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Space does not permit a discussion of 
yarious alternatives which would also 
improve the existing situation although 
not deemed as desirable as the sug- 
gestions presented. 


I. LAPSING APPROPRIATIONS AND 
OBLIGATIONS 


On each June 30, lapse all annual ap- 
propriations and all unfulfilled obliga- 
tions against them, thus without ex- 
ception limiting the availability of each 
annual appropriation to those goods 
which are actually delivered and those 
services which are actually rendered up 
to the end of the fiscal year. As to per- 
manent appropriations (which are un- 
desirable because they escape fresh bud- 
get consideration and readjustment each 
year), it is proposed that the ancunts 
thereby made available in successive 
fiscal years be treated as if they were 
individual annual appropriations, each 
of which is subject to the proposed pro- 
visions for annual lapsing. 

For the sake of emphasis, it should be 
repeated that this lapsing of appropria- 
tions is proposed as the means of 
eliminating the present carryover be- 
tween years. That carryover now 
creates so confused and complicated a 
situation as to raise serious fundamental 
doubts about the adequacy of reality of 
budget planning and execution by the 
Executive Branch, and of the control 
by the Legislative Branch over execu- 
tive spending. 

The essence of budget planning 


' should be the translation of the pro- 


posed actual work program of each 
agency for the budget year into esti- 
mated dollars of expenditure. Once 
approved or modified by the Congress, 
these dollar amounts ought then to be- 
come the simple, understandable basis 
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of control for each annual appropria- 
tion. 

Instead, as has been indicated, there 
must now first be deducted from such 
amounts the obligations of the two 
prior years which it is estimated will be 
liquidated as expenditures in the cur- 
rent year. Then there must be added 
the “extra” amounts of long-term new 
obligations to be incurred against cur- 
rent appropriations although they will 
not be liquidated until the two subse- 
quent fiscal years. The comprehensi- 
bility of such a process is obscure, to 
put it mildly. 

In past years the Budget Bureau has 
prepared at the request of the House 
Appropriations Committee, but has not 
printed for general public circulation, 
a complicated and extended tabulation 
which “ bridges” the gap between the 
disparate Part I expenditure and Part II 
obligation bases of the Budget docu- 
ment. It shows for each proposed ap- 
propriation the proposed expenditures 
for the budget year ahead and the 
carryovers at the beginning and end of 
that year. No reason is given for the 
absence of similar analyses of expendi- 
ture and carryovers for the appropria- 
tions of the last completed year and of 
the year under way.™ 

The proposed lapsing provision would 
have the very great advantage of giv- 
ing Congress direct control over both 
the amount and purpose of spending 
within each fiscal year, through appro- 
priations based on expenditures. As 
things now stand, the carryover to a 
later year of part of the obligations in- 
curred against prior years’ appropria- 
tions makes it possible for an agency to 

58 As indicated by footnote 1, such an extended 


tabulation was inserted in the budget published Janu- 
ary 15, 1951. 
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use up more of those obligations carried 
forward than had been anticipated, and 
therefore for the agency to spend at a 
more rapid rate than Congress had in 
mind when the relevant appropriation 
was considered and enacted. 


Prevention of Wasteful Last-Minute 
Obligations 


Of importance also is the fact that 
since appropriations are based on obli- 
gations, unobligated balances of an 
unexpected size will arise in some 
agencies as the end of the year ap- 
proaches. These balances should be- 
come savings. Instead, they are a source 
of possible waste and extravagance. 
The agencies are now prone to use them 
to incur last-minute obligations for 
delivery over future months of rugs, 
typewriters, motor equipment, and 
other items which were not part of the 
original budget plan. 

Such abuse is also possible but prob- 
ably would be of much smaller scope 
under the proposed expenditure basis of 
appropriations. The reason is that the 
unobligated surplus to be used up as 
the fiscal year matures would usually 
be revealed too late to permit enter- 
ing purchase orders and also obtain- 
ing delivery thereunder of these last- 
minute purchases by June 30. 


Other Benefits of Annuality 


If the proposed lapsing provision is 
adopted the question of obligations will 
drop out of Part II of the budget docu- 
ment because both parts will then be on 
an expenditure basis. Cohesion will be 
introduced between Parts I and II by 
standard tables which will present a 
simple, uniform comparison, first in 
summary and then in detail. This 
simple, standard, three-year comparison 
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will show actual expenditures for the 
last completed fiscal year, estimated 
expenditures for the year under way, 
and proposed appropriations (i.¢., pro- 
posed expenditures) for the budget year 
ahead. 


The new basis would permit easy 
follow-up and control of the financial 
aspects of a work program as presented 
in successive budget documents. Thus, 
the actual 1950 expenditures for each 
agency’s program, as reported in the 
1952 budget document, could be 
directly compared with (a) the 1950 
expenditures as estimated in the 19§1 
budget (issued a year previously while 
the fiscal year was under way) and with 
(b) the 1950 expenditures as originally 
proposed for appropriation in the 1950 
budget document (issued before the 
start of the fiscal year). This very im- 
portant comparison for purposes of 
Congressional control cannot now be 
made, 

This proposal would also make possi- 
ble an important start toward budget- 
ing Federal capital expenditures. For 
that purpose simple tables would be 
feasible showing (a) actual expendi- 
tures, by years and cumulatively, from 
the annual appropriations voted in prior 
years to implement each multi-year 
contract authorization (see point Ill 
below), (b) the estimated expenditure 


during the current year, (c) the pro 


posed expenditure during the budget 
year, and (d) the residual amounts to 
carry contract authorizations to com- 
pletion, and for which annual appro- 
priations must still be voted. 

Such capital-budget data would show 
how far “ Uncle Sam has incurred and 
paid off outstanding mortgages.” This 
very important information is now in- 
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extricably mixed in with current ap- 
propriations. Surely the financial de- 
liberations of the Congress on new 
projects would be greatly improved by 
this much more adequate progress data 
on authorized projects under way. 

The proposed expenditure approach 
would make possible for the first time 
the legislative budget stipulated under 
the Legislative Reorganization Act of 
1946. That act was designed to con- 
trol total expenditures during the year 
ahead, but the obligation basis of ap- 
propriation makes it impossible really 
to limit expenditures specifically and 
thereby to restrict the increase in debt 
during the budget year to a specific 
amount. 

Likewise, appropriation controls on 
an expenditure basis would for the first 
time permit the making of a meaning- 
ful table of “‘ Receipts from and Pay- 
ments to the Public.” Increasing 
importance is being placed on this 
approach in various quarters as con- 
stituting the best method of fitting 
Federal budget preparation and execu- 
tion into national developments. 


IJ]. NINETY-DAY RESERVES, ETC., TO 
PAY CLAIMS AND TARDY BILLS 


Authorize each department to set up 
lemporary reserves from expiring annual 
appropriations to pay tardy bills for 
goods and services actually provided up 
to the end of the fiscal year, which are 
rendered within 90 days after June 30. 
Use special single appropriation to pay 
billings delayed more than 90 days. 

Many Federal agencies operate over 
huge areas and distances—on a world- 
wide basis in the case of the State and 
Military Departments in particular. 
Even under normal peacetime con- 
ditions, therefore, creditors cannot al- 
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ways render bills promptly for goods 
which have been delivered or services 
which have been rendered in the closing 
days of each fiscal year. After the bills 
are received, some time is required to 
prepare checks in payment. Finally, 
further time elapses while the checks 
are being cashed and cleared by the 
banks. 

It has been testified by experts that 
the printing procéss of the Government 
Printing Office involves up to 90 days 
of delay in billing; travel, communi- 
cations, supplies, rents, and utilities in- 
troduce delays ranging up to 75 days, 
and transportation items up to as much 
as 140 days. In the latter cases, the 
railroads must not only assemble all 
freight bills but must then work out 
the amounts due each participating rail- 
road for its participation in the total 
service rendered. Even longer delay 
arises in connection with condem- 
nation proceedings for construction 
projects, which sometimes may involve 
a delay of several years after condemna- 
tion proceedings are started and before 
the courts take final action. 

It is suggested that early each July 
90-day reserves be set up in depart- 
mental accounts from expiring appro- 
priations to pay anticipated tardy bills 
submitted for goods actually delivered 
and services actually rendered before 
July 1. This length of period seems 
adequate to meet anticipated tardiness 
of all except a very small proportion 
of the bills for the year’s transactions. 
At the same time this period leaves 
another 90 days before early January 
during which (a) the Treasury Depart- 
ment can assemble final figures on total 
actual departmental expenditures for 
the year ending June 30, and (b) the 
Budget Bureau can incorporate 
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actual data in various comparisons in 
the budget document before it is trans- 
mitted to the Congress. 

This proposal for 90-day reserves is 
less important than the other two as- 
pects of the proposed three-way pro- 
gram. Practically all bills for the first 
three quarters, whether prompt or 
tardy, will be cleared up by year’s end. 
As to bills based on the transactions of 
the final quarter, tardiness is not an im- 
portant factor for payrolls and many 
other items. 

The distortion in annual expenditure 
totals arising from tardy submission of 
the residual fourth-quarter bills will 
therefore usually be small. This is es- 
pecially true when the volume of such 
tardiness is duplicated in large degree 
from year to year. 


Treatment of Bills More Than 90 Days 
Late 


After the conclusion of the above 
90-day period, there arises the problem 
of what shall be done with tardy bills 
received thereafter, including the judg- 
ments and claims certified by the 
General Accounting Office.® Space does 
not permit presentation of all of the 
different methods of meeting the com- 
paratively inconsequential total amounts 
usually involved, but some examples are 
given below. 

The departments might be allowed 
to absorb some or all of items below 
$500 each from their appropriations for 
the following year. Or a simple solu- 
tion would be to vote a single annual 
appropriation to a central account in 
the Treasury Department to pay all 
amounts billed more than 90 days late. 
To insure adequate annual appropria- 
tions for this purpose, a general statu- 


6 See 63 Stat. 407, of 1949. 
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tory provision might be enacted requir 
ing that each annual budget submitted 
to the Congress must include an 
amount equal to the average of such 
total annual expenditures in the three 
prior fiscal years. Whenever that aver. 
age proves currently inadequate, a sup- 
plementary appropriation could be 
voted as required. 

Central payment of very tardy bills 
for pre-June 30 deliveries of services or 
goods of course would affect adversely 
the comparability of appropriations for 
a given fiscal year with the resultant 
actual expenditures, but such pays 
ments would fortunately be small in 
most cases because vendors are usually 
eager to have payments made as soon 
as possible. In any event the probable 
degree of distortion does not seem to 
justify the trouble of maintaining many 
accounts in the Treasury year after yeat 
to pay an occasional very tardy bill. 

Where accrual accounts are installed 
in the departments, adjustment can be 
made for the above distortion in annual 
budget justifications, along with changes 
in inventories during each year. The 
exact role of accrual accounts in the 
Federal scene must be worked out, how- 
ever. On the revenue side, they can- 
not follow state and local practice too 
closely, because the Federal tax lia 
bilities of individuals, unlike individual 
tax liabilities on local real estate, are 
usually not known in advance. As 
expenditures, the accrual accounts will 
be open to serious basic criticism if they 
weaken or obscure clear, simple Con 
gressional control through annual ap 
propriations in the current year for 


goods actually delivered and service 
actually rendered in that current yeah 


In any event the accountants are fat 
from unanimous as to what should b 
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done in the accrual accounts with the 
depreciation of capital assets. Few 
would go so far as to include the cost of 
depreciating desks and similar articles 
in the ‘annual accounts, but differences 
of opinion become more and more pro- 
nounced as more costly capital assets are 
considered. 


Il. MULTI-YEAR CONTRACT AUTHORI- 
ZATIONS SUPPORTED BY ANNUAL 
APPROPRIATIONS 


Use contract authorizations exclu- 
sively rather than only occasionally, as 
at present, to provide for multi-year 
programs. Require that each multi- 
year contract which is awarded shall 
contain a clause specifying that until 
the work is completed annual amounts 
of expenditure thereunder are to be 
wholly contingent on the size of the 
successive annual appropriations voted 
by Congress. 

The latter provision has long been 
followed in the important construction 
contracts of both the Corps of 
Engineers and the Bureau of Reclama- 
tion.’ 

Present construction contracts may 
cover two or three years of work, thus 
permitting more labor-saving devices to 
be used by contractors for the large 
projects used and thereby bringing 
about lower bids. Large multi-year 
contracts are equally feasible under the 
proposed system, but Congress may 
subsequently reduce annual appropria- 
tions, and it is to be expected that con- 
tractors will submit higher bids to take 
care of this eventuality. It is felt that 
this loss is justified in order to give 
flexibility to Congress to adjust con- 
struction programs to impending booms 


TSee ruling of Comptroller General: 2 Comp. 
Gen, 477. 
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or depressions. Flexibility could also be 
achieved by specifying in each contract 
the amount of work to-be done in each 
of the years covered, as specified in the 
original work plan, along with the 
penalties to be paid by the Government 
if it decides later to depart from that 
plan. 

Under present multi-year contract 
awards, the public benefits if favorable 
weather conditions or other good luck 
permits a contractor to make the new 
facility available sooner than was 
anticipated. But there is a natural 
sequence of operations in the erection 
of a large building, for example, and 
but little speeding up is feasible as the 
work moves from excavation to con- 
struction of foundation, floors, and 
walls, to installation of internal equip- 
ment. Steel, concrete, and other sup- 
plies arrive on prearranged schedules 
from their separate places of manu- 
facture, perhaps over limited railroad 
or highway facilities. The employment 
of different types of skilled and ex- 
pensive labor must also be planned in 
advance. 

Under such circumstances any great 
speeding up of the completion of large 
contracts because of favorable con- 
ditions seems improbable. To the ex- 
tent, however, that there is early com- 
pletion of contract work, supplemen- 
tary appropriations could be voted be- 
tween January and July if a project is 
moving ahead more rapidly than had 
been anticipated. Or the annual ap- 
propriation might actually be designed 
to provide for completion of work un- 
der contract in the shortest possible 
time, assuming the most favorable con- 
ditions. In the latter case, the Bureau 
of the Budget would be directed to hold 
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back in nonexpendable reserves any 
amounts not spent because of delays. 

The latter proposal is also a solution 
for the difficulty of estimating con- 
struction and other multi-year costs far 
in advance. The problem here is not 
that of making overly generous annual 
appropriations for multi-year contracts; 
manifestly the money will then simply 
not be spent in its entirety. It is rather 
one of reducing the amount available 
under an appropriation if unexpected 
delays occur. Such flexibility can be 
provided on the above basis by appro- 
priating for average or good conditions, 
and then holding back proper amounts 
in reserves if poor conditions develop. 

At the present time, multi-year ob- 
ligations are frequently included in 
annual appropriations and may not be 
liquidated for as much as two years 
after the year when the obligation is 
incurred. It is manifest that these old 
obligations carried forward are thereby 
removed from re-examination in subse- 
quent fiscal years, when perhaps they 
should be adjusted up or down by Con- 
gress in the light of new developments. 
Annual consideration and adjustment 
will automatically occur under the new 
three-way program which lapses all ob- 
ligations against annual appropriations 
at the end of each year, thereby making 
it necessary that new appropriations be 
voted before fresh obligations may be 
incurred. 


JOINT ACCOUNTING PROJECT 


Good work has been done in recent 
years to improve Federal accounts 
through the joint voluntary accounting 
project of the General Accounting 
Office, the Bureau of the Budget, and 


the Treasury Department. It does not 
seem, however, that those agencies are 
well advised in compromising with 


adaptation via accrual accounting to 
adjust to an obligation basis of appro. 
priations, rather than supporting an ex. 
penditure basis of appropriations to 
bring about adequate reform of budget 
and accounting procedures. For ex. 
ample, the Joint Project applauds the 
use (for the new budget justification 
of the Atomic Energy Commission) of 
a general scheme or formula by which 
the amount to be appropriated is calcu- 
lated as the sum of the following four 
items: 


1. 


2. 
3. 
4. 


Current expenditures (supported when 
possible by work units < unit cost), 
Capital expenditures. 

Change in inventory during year. 
Change in outstanding obligations dur 
ing year. 


It will be most disappointing # 
the drive toward improvement and. 


modernization of the Federal account 
ing systems under the Joint Accounting 
Project spends itself in this compara 
tively minor step forward. Item 4 of 
the above formula leaves unchanged 
most of the grave disadvantages of the 
present system in planning, budgeting, 
appropriating for, and _ controlli 
Federal fiscal operations. 


The members of the Joint Account 


ing Project can render a great service 
to the nation by urging Congress 
adopt the three-way program here pro 
posed, to meet the difficult problem 
which arise. Anything short of this 
fundamental approach will fail to cleat 
up the Alice-in-Wonderland conditions 
prevailing in Federal budgeting and 
other fiscal practices. 
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REFORM OF THE CONGRESSIONAL 
LEGISLATIVE BUDGET 


CLINTON FIELDER* 


ONGRESS is under censure for re- 

taining an obsolete appropriation 
system ill-suited to the growing com- 
plexity of governmental structures and 
activities. The Congressional Record, 
committee reports, and hearings abound 
with repeated confessions by Congress- 
men of the woeful inadequacy of the 


appropriation system and their personal 


frustrations in operating under it. In 
1948 Senator Eugene Millikin, chair- 
man of the Senate Finance Committee, 
observed that the procedure is incredi- 
bly inefficient and that in effecting cuts 
the appropriations committees’ staffs 
can only “ peck here and peck at them 
there.” He suggested that there is a 
fundamental dependence upon the ad- 
Ministrative agencies for information 
and data concerning the propriety of 
their expenditures and that if progress 
is made it is accomplished by arbitrary 
deductions.1 The Hoover Commission 
asserted that the present appropriation 
structure underlying the budget is a 
patchwork evolved over a great many 
years and that it follows no rational 
pattern.” 


* The author is a teaching fellow in the Depart- 
ment of Government, Indiana University. 


1 Evaluation of the Legislative Reorganization Act 
of 1946, Hearings, Senate Committee on Expenditures 
in the Executive Departments, 80th Cong., 2nd sess. 
(1948), p. 216 (hereinafter referred to as Evalua- 
tion of the Legislative Reorganization Act of 1946). 
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The disadvantages of archaic fiscal 
procedures have been aggravated by the 
expansion of governmental services and 
expenditures. Under present institu- 
tional arrangements it is impossible for 
Congress to gain a thorough knowledge 
of the specific expenditure estimates in 
the executive budget; yet, approval of 
the budget is the basic device for Con- 
gressional determination of public pol- 
icy and review of administrative ac- 
tivities. An effective budgetary policy 
is an important element in preserving a 
virile, responsible government. Large- 
scale defense spending increases the need 
for reform. 

Many solutions to this problem have 
been proposed. Pervading all the sug- 
gested reforms is the belief that Con- 
gress requires an institutional change if 
it is to reassert its constitutional re- 
sponsibility for financial control. More- 
over, many persons are convinced that 
Congress cannot content itself with 
merely reviewing detailed estimates. 
Instead, they feel it must formulate an 
identifiable fiscal policy of its own as a 
standard for evaluating the executive 
budget. Yet, of a large number of sug- 
gestions aimed at specific ills, few have 
been sufficiently comprehensive to offer 
more than a pious hope for Congress to 





2 Commission on Organization of the Executive 
Branch of the Government, Budgeting and Account- 
ing (1949), p. 12. 
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achieve fiscal leadership. For’ example, 
consolidated appropriation bills may 
facilitate an over-all view of detailed 
expenditures and revenues and help 
Congress resist log-rolling pressures.* 
This measure, however, is limited as a 
means of achieving such recognized 
budgetary objectives as integration of 
tax and expenditure policies, unification 
of Senate and House action on fiscal 
problems, development of an over-all 
Congressional fiscal policy to guide the 
appropriation and finance committees, 
and orientation of fiscal, monetary, and 
debt policies with Congressional action 
on the executive budget. Attaining 
these objectives requires institutional 
reform. Neither would increasing the 
staffs of the appropriation committees 
contribute significantly, under present 
procedures, to development of a unified 
financial policy. 


The Legislative Budget Experience 


Of all the reforms which have been 
suggested or tried only the Joint Legis- 
lative Budget Committee and the legis- 
lative budget, established in section 138 
of the 1946 Legislative Reorganization 
Act, provide a basic institutional ad- 
justment necessary to achievement of 
effective fiscal leadership. Five years 
after its adoption, however, any dis- 
cussion of the legislative budget has sig- 
nificance largely as a post-mortem; for, 
although section 138 has not been re- 


8 Clarence Cannon, chairman of the House Appro- 
priations Committee, believes that the 1950 experi- 
ence with a consolidated appropriations bill was 
highly successful. See his article, “The Arsenal 
Against Inflation,” Tax Review, XI (December, 
1950), 45-48. 

However, the House Appropriations Committee 
failed to share Cannon’s view and abandoned the 
omnibus bill system on January 30, 1951. This ac- 
tion was featured by the press as being partly due 
to a revolt against the chairman. 
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pealed and is still acclaimed, Congress 
has ceased to observe it. 

In 1945 the Joint Committee on Re- 
organization of Congress asserted that 
no effort was made in the existing sys- 
tem to arrive at a fiscal policy, and that 
if there were such a policy, it could not 
be followed.* The committee proposed 
the formation of a Joint Legislative 
Budget Committee to consist of the 
four principal finance committees of the 
Congress, namely, the House Appro- 
priations Committee, the Senate Appro- 
priations Committee, the House Ways 
and Means Committee, and the Senate 
Finance Committee. It further recom- 
mended that the Joint Budget Commit- 
tee meet at the beginning of each session 
and, after due deliberation and consul- 
tation, submit a legislative budget by 
February 15 which would include: (1) 
an over-all limit on Federal expendi- 
tures for the ensuing fiscal year and (2) 
an estimate of total receipts. Congres- 
sional approval of the expenditure ceil- 
ing was recommended to make it oblig- 
atory. With relatively little objection, 
the legislative budget proposal was ap- 
proved. 

The act does not prescribe whether 
the legislative budget is to consist of 
detailed specifications, appropriation 
totals, or merely over-all expenditure 
and revenue totals. The consensus is, 
however, that the requirement is satis- 
fied by an over-all receipts estimate and 
an over-all ceiling on expenditures. 
Section 138 provides that the Joint 
Legislative Budget Committee shall sub- 
mit a concurrent resolution containing 
the ceiling on appropriations. This 
resolution must recommend the reduc- 


tion of the public debt to the extent of © 


4§. Misc. Repts. I, Rept. 1011, 79th Cong., 2nd 
sess., (1946), p. 19. 
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the excess if receipts exceed expendi- 
tures, and if expenditures exceed re- 
ceipts it must recommend an increase of 
the debt equal to the difference. The 
act also authorizes the committee to hire 
necessary staff. 

It may be surmised from the above 
description of section 138 that the term, 
legislative budget, is a misnomer. The 
discussion before the Joint Committee 
on the Reorganization of Congress, the 
Congressional debates, and the descrip- 
tions of its functions by the Joint Legis- 
lative Budget Committee all show that 
two basic purposes were contemplated. 
These were the development of a Con- 
gressional fiscal policy and the unifica- 
tion of the work of the four principal 
finance committees.” To the framers of 
the proposal for the legislative budget, 
a Congressional fiscal policy meant the 
confinement of total appropriations for 
the executive budget within a prede- 
termined limit. The basic purpose of 
the legislative budget was economy, and 
it is evident that the legislative budget 
was intended as a Congressional device 
for resisting the executive branch. 

The history of attempts to use the 
legislative budget is an account of suc- 
cessive failures. In 1947 the House and 
Senate were unable to agree on a ceiling 
over expenditures. Leaders of the ma- 
jority party and members of the Joint 
Budget Committee agreed that the ceil- 
ing recommended by the committee was 
a guess, to be defended only as a tar- 
get. In 1948 a resolution calling for 
4$2.5 billion reduction in the executive 


5. S$. Mike Monroney reviews the principal pur- 
poses of the legislative budget in Evaluation of the 
Legislative Reorganization Act of 1946, op. cit., pp. 
85-87, 


: 8See L. B. Wheildon, “ Legislative Budget-Mak- 
ing,” Editorial Research Reports, January 6, 1948, 
Pp. 5, 
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budget passed in both houses, but total 
appropriations in that year exceeded 
the ceiling by a few billion dollars. In 
1949, as the deadline for reporting the 
legislative budget approached, the joint 
committee admitted that it had taken 
no formal action and requested Con- 
gress to extend the deadline from 
February 15 to May 1. But no report 
was made in 1949. In 1950 no formal 
action was taken under section 138. 

A brief examination of experience 
with the legislative budget is necessary 
to indicate the reasons for its failure. 

In 1947 the majority party made the 
legislative budget the instrument to ful- 
fill a campaign promise for tax reduc- 
tion. In order to force a tax reduction, 
the Republican leadership on the Joint 
Budget Committee reported a cut of $6 
billion in the executive budget. The 
procedures preparatory to this an- 
nouncement were, to say the least, ir- 
regular. Only two meetings of the full 
committee and two meetings of a sub- 
committee of twenty members were 
held. Expenditure estimates were not 
analyzed prior to fixing the ceiling fig- 
ures, and the reduction was secretly de- 
cided upon by a few of the appropria- 
tions leaders. Alben Barkley, a minority 
member of the budget committee, ex- 
plained in Senate debate that minority 
members and even some of the Republi- 
can members were not privileged to at- 
tend the inner sessions and “ were not 
even told where the crystal ball was 
located... .” In a similar vein Repre- 
sentative John Dingell asserted that as 
a member of the Legislative Budget 
Subcommittee he felt that he was en- 
titled to know how the $6 billion reduc- 


7 Congressional Record, 93 (February 19, 1947), 
p. 1174. 
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.tion was to be effected. The ceiling 
figure was a surprise to him and to most 
members of the committee.® 

In order to ensure the approval of 
the recommended ceiling, the Republi- 
can members met in conference to drum 
up party support for passage of the 
resolution without amendment. Repre- 
sentative Clarence Cannon asserted that 
the majority party held a caucus to give 
the younger members “a pep talk just 
before the game lest they chafe at the 
rigors of caucus control.” * Since the 
Congressional leaders had 107 days after 
the election and 48 days after Congress 
convened to work on the budget, he 
concluded that their superficial action 
showed “‘ they wanted to dangle before 
the dazzled eyes of the ‘20 percent 
across the board ’ taxpayers this will-o- 
the-wisp to lead them across the politi- 
cal marshes to the fabulous pot of gold 
at the end of the rainbow.”’® The 
minority party also caucused to decide 
political strategy. 

Political bitterness in the House was 
precipitated by Democratic opposition 
to the rule prohibiting amendment. 
Adolph Sabath, ranking member of the 
Rules Committee, lashed out against 
what he termed the most drastic gag 
rule submitted since the days of Uncle 
Joe Cannon. He asserted that he was 
unable to get the slightest information 
on where the cuts were to be made and 
that Representative John Taber, chair- 
man of the Joint Legislative Budget 
Committee, admitted that he himself 
did not have the information.” 

In the Senate a successful drive to 


8 Ibid., p. 1241. 

9 Ibid., p. 1207. 

10 [bid., pp. 1207-08. 
11 Jbid., p. 1201. 
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amend the resolution in order to provide 
for a reduction of only $4.5 billion was 
predicated upon the ceiling being ar- 
rived at arbitrarily. Several Republican 
Senators critical of their leadership re- 
vealed considerable intra-party faction- 
alism. The remarks of Senator Wayne 
Morse (R., Ore.) are typical of the dis- 
sension. He said: “I am at a complete 
loss to understand why the committee 
failed in more than a month’s time to 
produce some evidence. . . . Other 
speakers have pointed out how arbi- 
trary, secretive and apparently political 
the procedures of the Budget Commit- 
tee have been. Those charges have not 
been successfully refuted. I am con- 
vinced they cannot be.” Representa- 
tive A..S. Mike Monroney, who had 
served as the vice-chairman of the Joint 
Committee on the Reorganization of 
Congress, made an appeal for nonpar- 
tisan treatment of the legislative budg- 
et. Decrying the irresponsible use of 
the mechanism, he predicted that politi- 
cal manipulation of the legislative budg- 
et would discredit it.’® 

Although the debate on the adoption 
of the legislative budget in 1948 was 
less vociferous it again degenerated into 
a political quarrel. It was charged that 
the Congressional leadership was pri- 
marily motivated by the desire to re- 
duce expenditures in an election year. 
In 1949 political strife continued, but 
change in majority party leadership re- 
versed party attitudes toward the legis- 
lative budget. Whereas in 1947 the 
Democrats had assailed the Republican 
leaders for their failure to carry out 

12 Congressional Record, 93 (February 26, 1947), 
p. 1431. 


18 Congressional Record, 93 (February 19, 1947) 
p. 1224. 
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| gection 138, now they adopted the role 


of apologists, and the Republicans har- 
assed the finance leaders for their 
lethargy. In 1949 and 1950 the apathy 
of the Congressional and budget lead- 
ers was much in evidence. 

Congressman Monroney stated that 
the legislative budget would have 
worked if the leaders of the appropria- 
tions committees had wanted to make 
it work, but the hostility to the idea of 
binding themselves by the adoption of 
a legislative budget was intense.'* The 
action of the finance leaders of the 
Joint Budget Committee in the trial 
period 1947-50 shows their opposition 
to the new procedure. The tenor of the 
remarks made before Congress by the 
chairmen of the appropriations commit- 
tees of the two houses is further testi- 
mony of their opposition to the legis- 
lative budget idea. 

The Congress has been reluctant to 
commit itself to a spending plan fash- 
ioned by the Joint Budget Committee 
in advance of Congressional action on 
appropriation measures. This reluc- 
tance is deep seated, and it grows par- 
tially out of the belief that no general 
conclusion relative to a spending policy 
can be determined, and certainly not 
made mandatory, until after the minute 
appraisal of expenditure requests has 
been completed by the appropriations 
committees. Congressmen who share 
this view feel that six months prior to 
the fiscal period the Congress cannot 
adopt a ceiling which can be applied ef- 
fectively in handling supplemental and 

ciency appropriations, legislative au- 
thorizations, and changing budgetary 
conditions in general. 

4 The comment was made in a 1949 address, 
quoted by George B. Galloway in Reform of the 


Federal Budget (Public Affairs Bulletin No. 80, 
Legislative Reference Service, 1950), p. 105. 
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The Legislative Budget Committee 
did not fail because of inadequate staff, 
lack of hearings, the complicated and 
ineffective appropriations system, or the 
early date for reporting the legislative 
budget; it failed because the disposition 
was lacking to make the legislative bud- 
get work. 

This is not to say there were no pro- 
cedural deficiencies. These can be over- 
come, however, if Congress is so dis- 
posed. The writer is convinced that 
Congress can achieve a leading role in 
national budgeting only by redefining 
the nature and form of the legislative 
budget. 


Implementation of the Legislative 
Bud get 


This section is based on the premise 
that the purpose of the legislative budg- 
et will continue to be the formulation 
of an identifiable legislative policy rela- 
tive to the executive budget and the co- 
ordination of the four principal finance 
committees. In the concluding section 
the writer extends his views relative to 
the possible role of the legislative budget 
in unifying economic policies with ac- 
tion on the annual budget. 

Partisanship.—Since the budgetary 
plan is an instrument for formulating 
political decisions, the intrinsic political 
character of the budget should be pre- 
served. The National Committee for 
Strengthening Congress suggested that 
fiscal policy determination could be 
handled better by the party policy com- 
mittees of the two houses than by the 


four principal finance committees act- 


ing jointly. The committee believed 
that fiscal policy should be clearly de- 
fined as a party responsibility and that 
policy committees are in a much better 
position to synthesize conflicting inter- 
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ests.'° What is needed is an intelligent 
comprehension of the executive budget 
by the leadership of both major parties, 
and this would be enhanced by their 
association with fiscal leaders on a joint 
committee. Fixing responsibility upon 
both parties to comply with the require- 
ments of the legislative budget could be 
achieved in greater measure if majority 
and minority party leaders were mem- 
bers of the Joint Legislative Budget 
Committee, including perhaps the ma- 
jority and the minority floor leaders of 
both houses. 

The majority party monopolization 
of the Joint Budget Committee staff 
should be eliminated. A number of 
Congressmen have considered this prob- 
lem, and Senator Styles Bridges’ view 
can be taken as typical. He has stated 
that a part of the staff should be respon- 
sible to the minority, perhaps one-third, 
so that independent investigations could 
be made by minority staff men without 
feeling disloyal to their employer, the 
chairman of the committee.’® 

Content of Legislative Budget.—A 
recommended ceiling is the device in the 
legislative budget to control executive 
expenditures, but events have proved its 
unworkability.’* This ceiling should be 
abandoned, for the deterrent effects 
upon spending can be achieved as effec- 
tively without formal action on a ceil- 
ing figure. In this connection Senator 
Robert Taft has observed that Congress 


15 Evaluation of the Legislative Reorganization Act 
of 1946, op. cit., pp. 38-40. 


16 Joint Legislative Budget Committee, Hearings, 
Senate Committee on Rules, 81st Cong., 2nd sess. 
(1950), pp. 10-11. 


17 A ceiling on expenditures has been called un- 
realistic and a straightjacket by Professor Jesse V. 
Burkhead, “ Federal Budgetary Developments: 1947- 
1948,” Public Administration Review, VIII (Autumn, 
1948), 267. 
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should not have to vote upon a legisla. 
tive budget. He was interested in see. 
ing a legislative budget presented to the 
Congress in addition to the executive 
budget, and then Congress could act as 
it wished.’® 

In order for Congress to exert fiscal 
control, the Joint Legislative Budget 
Committee should systematically study 
the relative importance of the fune- 
tions, projects, services, and activities of 
the Government. It should principally 
devote its attention to summary ma- 
terials prepared by the staff, and it 
should study detailed specifications only 
so far as that is necessary to arrive at 
decisions relative to proposed functional 
expenditures. The committee should 
not attempt to duplicate the work of 
the appropriations committees or the 
Bureau of the Budget. This is physi- 
cally impossible because of limited time 
and resources; it is unnecessary; and it 
precludes the possibility of any real 
fiscal control. Fiscal control cannot be 
gained by floundering through a maze 
of figures for a few weeks, but it can 
be easily lost by following this pro- 
cedure. Conclusions reached in such a 
fashion not only lack objectivity but 
their application is hazardous to the ex- 
tent they are given priority over those 
figures which have been carefully deter- 
mined by the executive departments 
and the Bureau of the Budget. 

The legislative budget should not be 
a ceiling; neither should it be a series 
of statistical tables, for no attempt 
should be made to rival the executive 
budget in particularity. The legisla 
tive budget should consist of recom- 
mendations for the summary amounts 
to be appropriated for each of the vari- 


18 Evaluation of the Legislative Reorganization Act 
of 1946, op. cit., p. 34. 
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ous governmental functions based upon 
the most appropriate allocation of reve- 
nues. The formulation of such a legis- 
lative budget by representatives of the 
four finance committees would help to 
unify the efforts of these committees in 
presenting to the Congress a central 
policy for fiscal control. The legisla- 
tive budget would serve as a guide 
which could be adjusted to subsequent 
fiscal considerations. Although there is 
presumably some latitude under section 
138 of the 1946 act, the law should 
specify this objective more clearly. 

Continuous Functioning by the Bud- 
get Committee—Under provisions of 
section 138 the budget committee must 
submit the legislative budget by Febru- 
ary 15; thus, action of the committee is 
confined to the first six weeks of each 
session, and it ceases to function after 
it tenders its report. This arrangement 
is curious. The budget committee can- 
not adequately report a ceiling figure 
until the appropriations committees ex- 
amine the minutiae of the executive 
budget; yet a ceiling following Con- 
gtessional action on the appropriation 
measures is of little value. 

Once the fiction is discarded that a 
ceiling figure on expenditures consti- 
tutes a legislative budget, it becomes 
clear that the Joint Budget Committee 
should not be a six-weeks agency. In 
order to formulate the legislative budg- 
et, it should work for a period of 
weeks prior to the detailed action of 
the House Appropriations Committee. 
It should hold periodic meetings and 
file such additional reports as it deems 
necessary during the period of delibera- 
tions by the appropriations and finance 
committees. This proposal would pro- 
vide for a continuity of action by the 
budget committee members serving on 
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the House and Senate finance and ap- 
propriations committees during the ap- 
propriating and tax review stages, and 
it would help alleviate the grievous dis- 
advantage of the Senate, which now has 
to wait until the House submits the ap- 
propriation measures before beginning 
earnest consideration of appropriations. 
Also, by the continuous operation of 
the Joint Legislative Budget Committee 
during this period fiscal policy formula- 
tion could be kept current. A logical 
extension of the work of the committee 
would be for it to prepare in terms of 
the current objectives of the legislative 
budget an analysis of the appropriation 
measures after they are submitted to the 
House by the House Appropriations 
Committee. This report to the House 
would be of valuable assistance to indi- 
vidual members. Similarly this action 
could be repeated at corresponding 
times during Senate and conference 
committee action on appropriations. 
Periodic meetings and reports of the 
Joint Legislative Budget Committee 
would be necessary to carry out the 
fiscal plan presented in the legislative 
budget, and it is not false optimism to 
assume that under these conditions a 
greater degree of cooperation would de- 
velop among the members of the House 
and Senate finance committees. 
Additional Recommended Procedural 
Changes in Section 138.—General 
agreement exists that the Joint Legisla- 
tive Budget Committee is much too 
large for effective committee action. It 
consists of 102 members, or the full 
membership of the four Congressional 
finance committees. Senator Styles 
Bridges pointed out that the full com- 
mittee had to meet in the House of 
Representatives and “that it was just 
like going to a circus to have a Commit- 
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tee that size.” *® George Smith, secre- 
tary of the Majority Party Policy Com- 
mittee in 1948, reported that the size 
of the committee caused friction be- 
tween the two houses, in part because 
the House finance committees have 
larger memberships.” In 1947 and 
1948 the Joint Legislative Budget Com- 
mittee operated through a subcommit- 
tee of twenty members consisting of 
five members from each of the four 
finance committees. A number of 
Congressmen have recommended a 
budget committee approximating that 
number. 

It is elemental that the Joint Budget 
Committee must be serviced by an ade- 
quate staff. The members of the com- 
mittee are’ too preoccupied with other 
matters to undertake intensive investi- 
gative work themselves. Since the Joint 
Legislative Budget Committee had no 
staff in 1947 and 1948, obviously it 
could not function effectively. The 
necessary staff assistants, authorized in 
existing law, should be hired and or- 
ganized along functional lines in order 
that individual members could develop 
a technical competence and familiarity 
with specific governmental activities. 
The staff should be required to file its 
functional analyses of the executive 
budget together with its recommenda- 
tions by the beginning of the Congres- 
sional session. It should be empowered 
to attend Budget Bureau hearings, and 
the administrative agencies should file 
with the staff duplicate copies of the 
expenditure estimates which they are 
required to submit to the Bureau of the 


19 Joint Legislative Budget Committee, Hearings, 
Senate Committee on Rules, 81st Cong., 2nd sess. 
(1950), p. 10. 


20 Evaluation of the Legislative Reorganization Act 
of 1946, op. cit., p. 162. 
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Budget. The bureau could periodically 
present progress reports covering its ac- 
tion on the estimates at various stages 
of the budgetary process. 

It was the consensus of Congress that 
February 15 did not allow sufficient 
time to prepare the legislative budget, 
If provision were made for the presenta- 
tion of an actual legislative budget bya 
properly staffed Joint Budget Commit- 
tee, which worked at its job continu- 
ously, the initial reporting date could 
be postponed. This would allow more 
time for fiscal planning by the Con- 
gressional leaders and members of the 
principal Congressional finance com- 
mittees who would be on the Joint 
Budget Committee. 

Other Budgetary Changes Conducive 
to an Effective Legislative Budget.—A 
consolidated appropriations bill was in- 
stituted in 1950 and then abandoned at 
the close of the year. Preparation of 
the legislative budget could be accom- 
plished more effectively if the expendi- 
ture estimates were consolidated in one 
or two bills. The traditional Congres- 
sional practice of approving separate 
supply bills at various times in the ses- 
sion would handicap seriously the for- 
mulation of an over-all fiscal policy by 
the legislative budget committee. 

In addition to the joint action of the 
representatives of the four Congres- 
sional finance committees on the budget 
committee it would appear advisable to 
coordinate the budget-making work of 
the House and Senate. Although the 
Senate has equal authority in approving 
tax and appropriation measures, its in- 
vestigations are not nearly as extensive 
as those of the House. There seems t0 
be no justifiable reason why the appro- 
priation and finance committees of the 
two houses should not hold simultane- 
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ous hearings, preferably joint hearings. 

The division of the twenty-one mem- 
ber Senate Appropriations Committee 
into ten subcommittees has been criti- 
cized vehemently by many Senators. 
Provision should be made for no Senator 
to serve on more than one or two sub- 
committees. 

One of the principal reasons why the 
Joint Budget Committee would have 
had difficulty in developing a policy on 
the executive budget in 1947 and 1948, 
if it had tried, is the form in which the 
executive budget was then presented. 
An exceedingly complicated and volu- 
minous document in its present form, 
it was much more complicated prior to 
the recent introduction of the perform- 
ance budget. In accordance with 
Hoover Commission recommendations 
the performance classification was insti- 
tuted.” This emphasizes the functions, 
activities, or work to be done rather 
than things acquired, such as personal 
service, contractual services, supplies, 
and materials. According to the 
Hoover Commission, a functional or 
performance budget shows clearly the 
relationship and scope of Federal activi- 
ties irrespective of the performing agen- 
cies, facilitates the application of cost 
analyses per unit of work, and more 
nearly reveals overlappings. The com- 
mission believed that a performance 
budget would provide greater compre- 
hensibility and would help the Con- 
gfessmen to understand what the vari- 
ous governmental agencies are doing. 
It said, “Such is the idea involved in 
the so-called ‘ legislative budget,’ which 
has so far not succeeded mainly because 
of the budgetary approach.” 22 The 


1 See Commission on Organization of the Execu- 
tive Branch of the Government, Budgeting and Ac- 
Counting, pp. 8-13. 
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Bureau of the Budget announced that 
the 1951 budget was designed to show 
over 90 per cent of appropriations on 
a program basis.** It follows that the 
work of the Joint Budget Committee 
has been made much easier by this re- 
cent development. Despite this marked 
improvement in the executive budget, 
a number of further improvements 
would be helpful. Information regard- 
ing the President’s receipts estimates is 
still sketchy. These estimates have been 
inaccurate, and Congress has depended 
in recent years upon the receipts esti- 
mates of the Joint’ Committee on In- 
ternal Revenue Taxation.” 

To enable the Joint Budget Commit- 
tee to command an over-all view of 
budgetary matters, section 208 of the 
1946 Legislative Reorganization Act, 
which directs the Comptroller General 
to study the efficiency of operations in 
each of the administrative agencies, 
should be complied with. This can be 
accomplished by the Congress appro- 
priating the necessary funds to carry 
out this provision of the act. 

The freedom which legislative com- 
mittees have to authorize expenditures 
without having to assume the respon- 
sibility for appropriations should be 
brought under the scrutiny of the Joint 
Budget Committee. Provision should 
be made for an estimate by the affected 
administrative agency, or the Bureau of 
the Budget, of the cost of increased 
services initiated by legislative commit- 
tees. Copies of these memoranda should 





22 Task Force Report, Appendix F., Commission 
on Organization of the Executive Branch of the Gov- 
ernment, Fiscal, Budgeting and Accounting Activities 
(January, 1949), pp. 74-76. 


23 See Galloway, Reform of the Federal Budget, 
p. 65. 


24 Burkhead, op. cit., p. 274. 
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be submitted to the legislative budget 
committee for its consideration and 
possible adjustments in the legislative 
budget. 

The Hoover Commission, Repre- 
sentative Monroney, and others have 
recommended extensive changes in the 
national accounting system. Since ac- 
counting reveals the status of appro- 
priations, every effort should be made 
to place accounts and the performance 
budget on a comparable basis so that 
governmental operations and the man- 
ner in which appropriations are spent 
can be traced. 

The discrepancies between cash ex- 
penditures and appropriations for a 
given fiscal period have approximated 
a few billions of dollars. Fiscal plan- 
ning becomes exceedingly difficult un- 
der this condition. The writer does not 
purport to offer a solution to this prob- 
lem but is cognizant that the collective 
effects of deficiency appropriations, sup- 
plemental appropriations, unexpended 
balances, contract authorizations, per- 
manent appropriations, and mixed re- 
porting of gross and net receipts pre- 
vent Congressmen from having a clear 
conception of fiscal affairs. 


An Expanded Conception of the 
Legislative Bud get 


The writer is of the opinion that the 
major advantage to be gained from the 
legislative budget lies in its utilization 
as the institutional means for reforming 
the national budgetary system. A de- 
cisive break should be made from the 
parsimonious tradition of an annual 
balanced budget and appropriate stress 
laid on the more important objective of 
a balanced or stable economy. The na- 
tional economy and the national budget 
interact and mutually condition each 
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other. The level of the national jn. 
come, employment, economic stabiliza- 
tion, and the flow of purchasing power 
and investment are influenced by taxes 
and expenditures. The Congress should 
regularly plan this critical function, 
not being content with merely making 
certain that it does not rock the boat, 
but seeking actively to accomplish 
through budgetary and fiscal policies 
the objectives of economic growth and 
stability. 

To achieve these ends the role of the 
Congress in budgeting should be rede- 
fined. The objectives of Congressional 
budgetary action should be two, one 
political and one economic. The politi- 
cal objective of the legislative budget 
should be to achieve the social purpose 
of governmental action by developing 
through the budget a policy or plan 
for allocating available revenues among 
vying governmental services. The eco- 
nomic objective should be to develop a 
fiscal policy relative to the executive 
budget with the intent of achieving 
economic stability, the best use of 
resources, full employment, and a 
increasing national income. The legis- 
lative budget is a mechanism for har- 
monizing these objectives. 

The need for a national economic 
balance sheet was considered by the 
Congress in 1945. Extensive Hous 
and Senate hearings were held to inquifé 
into the feasibility of an annual eco 
nomic budget as a method for assur 
ing a high level of full employment” 
The House and Senate committed 
recommended that the President pre 


25 Hearings on S. 380, Sub-Committee of the Ser 
ate Committee of Banking and Currency, 79th Cong, 
Ist sess. (1945), and Hearings on H. R. 2202, Hout 
Committee on Expenditures in the Executive De 
partments, 79th Cong., Ist sess. (1945). 
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pare an economic budget which would 
include such items as the trends in em- 
ployment, a review of the economic 
programs for the previous fiscal period, 
and a report on anticipated economic 
developments. Machinery for Con- 
gressional action on the economic budg- 
et was recommended in the form of a 
Joint Committee on the Budget con- 
sisting of fifteen members from each 
house. It was recommended that this 
committee be empowered to make a 
continuous study of matters relating to 
the economic budget, to submit recom- 
mendations pertaining to it, and to act 
as a guide to the legislative committees 
dealing with propositions related to the 
economic budget. This program of 
fiscal policy formulation by the joint 
action of the legislative and executive 
branches was not fully realized.2* The 
recommendation for a national eco- 
nomic budget was not approved, but 
provision was made in section 208 of 
the Full Employment Act of 1946 for 
the annual submission of an economic 
report to the Congress by the President. 
The Council of Economic Advisers was 
established to assist the President in the 
preparation of the report and to advise 
him on economic affairs. No attempt 
is made to minimize the significance of 
the President’s economic report, but the 
fact remains that it is a report, not an 
economic budget. The President is 
Moving in the direction of incorporat- 
ing fiscal policy objectives into the ex- 
ecutive budget, but this has not been 
brought to fruition. 

The Full Employment Act created a 
Congressional Joint Committee on the 
President’s Economic Report; it, how- 


26 See Ralph Flanders, “ Administering the Em- 
t Act,” Public Administration Review, VII 
(Autumn, 1947), 221. 
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ever, has not achieved the results in- 
tended. Under provisions of section 
208 the joint committee is required to 
submit an annual report by February 
1, containing recommendations on the 
President’s economic report. It was 
presumed that the committee would 
annually formulate an economic policy 
which would serve as a guide to the 
Congress in interpreting the President’s 
report; but the committee has sub- 
mitted only a few reports and these pri- 
marily have been factual investigations 
of specific economic problems. Thus the 
failure of the Joint Legislative Budget 
Committee is matched by the per- 
functory action of the Joint Committee 
on the Economic Report." As a conse- 
quence, there is little evidence of pres- 
ent-day Congressional fiscal planning; 
in the meantime the need for Congress 
to join fiscal and economic plans con- 
tinues. 

To obtain Congressional fiscal plan- 
ning and long-range economic planning 
the functions of the Joint Budget Com- 
mittee and the Joint Committee on the 
Economic Report should be combined. 
This could be accomplished by the crea- 
tion of a Joint Congressional Finance 
Committee to consist of the majority 
and minority floor leaders and represen- 
tative members from the Joint Budget 
Committee and a Joint Economic 
Budget Committee. To this committee 
should be delegated the task of prepar- 
ing an over-all legislative budget. 

This proposal depends upon a num- 
ber of additional changes. The Legis- 
lative Budget Committee should be re- 
suscitated in accordance with the rec- 
ommendations offered in the preceding 


27 See Clarence Cannon, “ Congressional Responsi- 
bilities,” American Political Science Review, XLII 
(April, 1948), 316. 
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section of this paper. Provision should 
be made for the President to submit an 
economic budget in addition to the an- 
nual budget. The latter should contain 
all current operating expenditures and 
should be kept in annual balance. The 
economic budget should be instituted 
as the basis for compensatory spending 
policies and long-range economic plan- 
ning. The Congress should pass on all 
requests for funds in the counter-cycli- 
cal budget, but it should allow adminis- 
trative flexibility in the timing of such 
expenditures. The economic budget 
could be balanced in a period of full 
employment and high national income. 

To consider the proposed executive 
economic budget and other Presidential 
economic reports, the present Congres- 
sional Joint Committee on the Presi- 
dent’s Economic Report should be re- 
organized as a Joint Economic Budget 
Committee. An adequate staff of econ- 
omists and research personnel should 
be provided the committee. 


The proposed two executive budgets, 
annual and economic, could be sub. 
mitted to the Annual and Economic 
Budget Committees respectively. These 
committees, or duly authorized sub. 
committees, should prepare the Con- 
gressional Annual and Economic Legis. 
lative Budgets. Upon the completion 
of this work the Congressional Joint 
Finance Committee should meet to pre- 
pare a final legislative budget. The 
Joint Finance Committee would be 
purely a policy and coordinating agency 
of the two budget committees and 
would require no staff of its own. 

The writer offers the mechanics of 
the proposed plan of merger as merely 
illustrative. Whatever procedural ar- 
rangements might be devised the funda- 
mental consideration should be the in- 
tegration of fiscal and economic plan- 
ning in order that a unified, dynamic 
plan for budgetary management could 
be conceived and effectuated by the 
Congress. 
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REFORM OF STATE-LOCAL FISCAL RELATIONS 
IN NEW YORK, II 


DAVID M. BLANK* 


PREVIOUS ARTICLE * described 

the background of the Moore Plan 
and the essentials of the program en- 
acted in New York State in 1946. The 
most important features of the plan 
were: 


1, abolition of the bulk of the traditional 
shared-tax system and its replacement 
by per capita grants to cities, towns, and 
villages; 

2. raising of the State’s contribution to 
four local welfare functions; and 

3. establishment of two reserve funds de- 
signed to stabilize the revenue available 
for State operations and State aid to 
localities. 


This article describes 
under the Moore Plan since 1946, and 
offers some tentative judgments con- 


cerning its effect on Federal, State, and 
local finance. 


LEVELS OF STATE AID SINCE 1946 


Table 1 shows State aid to localities 
during the four fiscal years, 1947-50, 
in which the program has been in effect. 

increases in aid totals are striking. 
This is even more true if 1950 levels 
are compared with 1946. State aid in 
1946 amounted to $273.2 million and, 
*The author is research associate, Institute for 


Urban Land Use and Housing Studies, Columbia 
University. 


1 National Tax Journal, III (December, 1950), 
526-47, 
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in 1950, to $512.8 million. The 
changes in the major aid programs be- 
tween 1946 and 1950 are shown in 
Table 2. The increases are primarily in 
grants for education, social welfare, and 
health subventions and in upstate coun- 
ties’ share of motor vehicle and motor 
fuel taxes. These increases are offset 
in part by a reduction in general gov- 
ernment aid. 


To evaluate properly the impact of 
the Moore program, it is necessary to 
determine how much of the $239.6 
million increase in State aid over only 
four years can be ascribed to the opera- 
tions of the plan. Neither the educa- 
tion grant increase of $113.5 million 
nor the health grant increase of $18.6 
million can be credited to the plan. 
The changes in the formulas for State 
aid in these areas occurred after the 
adoption of the Moore program. Simi- 
larly, the laws enacted in 1946 changed 
the technique by which upstate coun- 
ties share in State collections of the 
motor vehicle and motor fuel taxes, but 
not the amount of the counties’ shares. 
The increase of $8.0 million in upstate 
counties’ receipts is due solely to larger 
State collections from these sources. 
Thus, of the total increase of $239.6 
million, a net amount of only $99.5 
million is associated with the State aid 
programs affected by the Moore Plan. 
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1946 formulas was estimated on the as- 
sumption that total expenditures for the 
aided programs would have been the 
same under the old and the new formu- 
las. Total expenditures in 1950 were es- 
timated on the assumption that com- 
bined Federal and State aid amounted to 
80 per cent of the total, with localities 
contributing the remaining 20 per 


This figure still does not fully meas- 
ure the quantitative results of the 1946 
program. The rising cost of social wel- 
fare programs would have necessitated 
some increase in State aid even if the 
State had not increased its proportionate 
share of these costs. In addition, the 
higher level of 1950 State receipts from 
taxes formerly shared with the localities 


TABLE 1 
Strate Ai to Loca.ities, 1947-50 
(in millions of dollars) 











Item 1947 1948 1949 1950 
ON NG ee oikies <ncaw obs vcs 118.7 * 85.4 848 84.2 
Payments in lieu of motor vehicle and 
motor fuel shared-tax receipts ...... 15.8 16.6 17.6 20.4 
Education grants ..............0+005: 128.1 152.0" 158.7 ° 226.6 
Social welfare grants ................- 714 132.4 115.2 143.2 
NOD 5 cos cccwscedentes 55° 49 49 49 
RS SA eee 11 103 153 19.7 
GE CIE ace iivc ce ccbosdccspes 11.4 14.5 13.1 138 
Ms sw dh eGo aie Od on ct howkwses 352.0 416.1 409.6 5128 





* Includes $56.7 million distributed from shared taxes collected or accrued prior to April ], 


1946 


» Includes $23.2 million paid from teachers’ salary emergency increase fund. 


* Includes $12.9 million paid from teachers’ salary emergency increase fund. The unexpended 
balance of this fund was transferred to the local assistance fund at the end of fiscal 1949. 


“Includes $0.6 million snow removal aid. 


* Includes localities’ receipts from mortgage tax. 
Source: 1950 Report of the Comptroller of the State of New York, p. 145. 


indicates that local units would have re- 
ceived somewhat more in shared taxes 
in 1950 than they did in 1946, had the 
shared-tax system continued in effect. 
To estimate the effect of the Moore 
Plan on State aid in 1950, the amounts 
of aid actually granted in 1950 must 
be compared with what would have 
been granted had the 1946 formulas 
continued. 

Table 3 compares actual 1950 State 
aid for social welfare programs with es- 
timated State aid for that year under 
the old formulas. State aid under the 


cent.2 Under the 1946 formulas com- 


bined State and Federal aid would have - 


been 40 per cent of expenditures for 
home relief, 75 per cent for old-age as- 
sistance and aid to the blind, and 50 per 
cent for aid~to dependent children? 


2 This results in a minor error since the State 


and Federal Governments bear the entire cost of aid 


for the small number of welfare clients who art 


State charges. 


3 State plus Federal aid for local administration of 
old-age assistance and aid to the blind, as die 
tinguished from aid for such assistance i 
amounted to only 50 per cent in 1946; howevely 
administrative expenses are a very small proportion 
of the entire cost of these two programs. 
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federal aid would have been the same 
under the old and new formulas, pro- 
yided total State and local expenditures 
were of the same magnitude. Therefore, 
subtraction of actual Federal aid in 
1950 yielded an estimate of 1950 State 
contributions under the pre-Moore 
formulas. 

Table 3 shows that State aid for social 


STATE-LOCAL FISCAL RELATIONS IN NEW YORK 79 


taxes the sharing of which was discon- 
tinued under the Moore Plan. Since 
State receipts from all except one of the 
former shared taxes were higher in 1950 
than in 1946, localities would have 
gained more than $11.6 million if the 
shared-tax system had not been replaced 
by the per capita grant. Corporate 
franchise tax collections were $20.2 mil- 


TABLE 2 
t CHANGES IN Strate Ar, 1946 to 1950 


(In millions of dollars) 











Increase or 
Item 1946 1950 Fineness 4+) 
CMO. 54s § einne pecedk bine 10 Oak tiahe 273.2 5128 239.6 
General governmental aid: 
Local receipts from franchise, personal in- 
come, alcoholic beverages, and utility 
taxes and New York City’s share of 
motor vehicle and fuel taxes ......... 95.8 Shad oats 
Se MO GOMNS oo ce csveccceeteues jwise 84.2 -116 
Upstate counties’ share of motor vehicle and 
BL... ctibu vocwsed cdcvesabb Gackbeiiews 12.4 20.4 8.0 
OD... . + an5snenube saeuienneiiiie 113.1 226.6 113.5 
Social welfare grants ...............seeeeees 33.0 143.2 1102 
SR senhcgvecdaseiecr casey dentine 1.1 19.7 18.6 
RTD 0. sein nin > onnbw smeinmeieen 178 18.7 9 





Source: 1946 and 1950 Comptroller’s Reports. 


welfare would have approximated $79.3 
million under the 1946 formulas, as 
compared with actual aid of $143.2 
million in 1950. Thus, of the total in- 
crease of $110.2 million in State aid for 
weial welfare between 1946 and 1950, 
proximately $63.9 million can be 
considered to have resulted from the 
thange in aid formulas.‘ 

As shown in Table 2, the per capita 
ffant total in 1950 was $11.6 million 
ss than local receipts in 1946 from 


*A similar comparison for 1949 indicated that 
df the total increase of $82.2 million between 1946 


ind 1949, the change in formulas accounted for 
$903 million. 





lion higher in 1950 than in 1946; ® lo- 
calities would have received about $5.1 
million of this increase. Utility tax re- 
ceipts were $5.5 million higher,® all of 


5 Collections were $134.0 million in 1946, 
$154.2 million in 1950. Localities formerly re- 
ceived one-fourth of State receipts from this tax. 
In this and the following comparisons it should be 
pointed out that not all of the local share of the 
increases in revenue would have been received by 
the localities in fiscal 1950. The local share of 
State receipts collected in the last quarter of 1956 
would have been distributed to the localities in the 
first quarter of fiscal 1951 under the old tax-sharing 
system. 


6 Receipts were $20.2 million in 1946, $25.7 mil- 
lion in 1950. Cities formerly received all of the 
receipts from this tax. 
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which would have been gained by lo- 
calities. Receipts from the personal in- 
come tax rose $86.0 million,’ of which 
$13.8 million would have accrued to 
localities. Alcoholic beverage tax re- 
ceipts were at the same level in both 
years.® Finally, New York City’s re- 
ceipts from the motor fuel and motor 
vehicle taxes would have been about 
$6.4 million higher in 1950 than in 


TABLE 3 


CoMPaARISON oF ActuaL State Arp For SOCIAL 
WELFARE ProcraMs IN 1950 witH STATE 
Aw rn 1950 uNpER 1946 FormMuULAS 


(In millions of dollars) 











Under 
Program Actual 1946 Increase 
Formulas 

Home relief ..... 73.2 36.6 36.6 
Old-age assistance 29.9 25.6 43 
Aid to dependent 

children ....... 38.9 16.0 22.9 
Aid to the blind.. 12 1.1 Al 
yo a ee 143.2 79.3 63.9 





Source: Original data from 1950 Report of the 
Comptroller. Method of estimating 
1950 aid under 1946 formulas is out- 
lined in the text. 


1946.° Localities, thus, would have ob- 
tained about $30.8 million more in 
shared taxes in 1950 than in 1946, if the 
1946 tax-sharing provisions had con- 
tinued,” or about $42.4 million more 


7 Receipts were $147.7 million in 1946, $233.7 
million in 1950 (exclusive of $29.2 million allo- 
cated to the war bonus account). Localities form- 
erly received approximately 16 per cent of revenue 
from this tax. 


8 They were $68.6 million in 1946 and 1950. 


9 Receipts were $5.3 million in 1946; estimated 
at $11.7 million in 1950 if former sharing system 
had continued. 


10 For 1949, the comparison is about $10.5 mil- 
lion. 
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than they actually received from per 
capita grants." 

Allowance for the estimated increase 
in welfare aid and decreases in general 
government aid indicates that the Moore 
program increased State aid in 1950 by 
about $21.5 million.’ The major con- 
tribution of the Moore Plan, at least to 
date, has not been in the form of a sub. 


stantial increase in local assistance. 


PER CAPITA GRANTS 


Reference was made in the earlier ar. 
ticle to the fact that the traditional 
shared-tax system was highly sensitive 
to changes in business conditions. For 
example, shared-tax receipts dropped 
from $84 million in 1930 to $44 million 
in 1934, at a time when welfare needs 
were rising and revenue from other 
sources was drastically declining. The 
Moore program was intended to elimi- 
nate the fiscal perversity of this form 
of State aid and shift the burden of 
fluctuating State revenues back to the 
State. 

The years just prior to adoption of 
the Moore Plan were years of high in- 
come and large State tax revenues and, 
therefore, of high local receipts from 
shared taxes. If, over a complete busi 
ness cycle, State tax revenues average 
less than receipts in these prosperow 
years, the per capita grants will provide 
a larger amount of aid than the shared- 
tax system. If, however, average tt 
ceipts over future cycles turn out tok 
greater than receipts in these years, the 
grants will provide smaller amounts 
aid than would have accrued to locale 
ties if the shared-tax system had beet 
continued. The latter seems the mort 


11 For 1949, $21.6 million. 
12 For 1949, $28.8 million. 
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likely prospect. This judgment is sup- 
ported by the prospect of an indefinite 

iod of large military appropriations 
and a rising level of prices and incomes. 

The increase in population and the 
resulting increase in per capita grants is 
a relatively minor offsetting factor. 
The 1950 census shows an increase in 
population for New York State between 
1940 and 1950 of about 1.4 million. 
General government aid will as a result 
be increased by approximately $9 mil- 
lion, and this new higher level of per 
capita grants will remain constant for 
another ten years. 

Proponents of the per capita grant 
system asserted that the new aid struc- 
ture was “chosen for its close correla- 
tion with the needs of our munic- 
ipalities”” and that it involved the 
substitution of “an equitable system of 
distribution . . . for an inequitable 
method.” 7* In one regard, these claims 
are inaccurate. As pointed out in the 
previous article, the per capita grant 
totals allocated to New York City, to 
upstate cities as a group, and to towns 
and villages were extremely close to 
their receipts from shared taxes in the 
years just prior to adoption of the 
Moore Plan. No real effort was made 
to reassess the financial needs of the lo- 
tality groups, but rather the attempt 
Was to maintain such groups in approxi- 
mately the prior financial relationship. 

In two respects, however, the intro- 
duction of the per capita grants did 
fepresent a substantial advance over the 
former aid system. First, within each 
gtoup of municipalities each local unit 
Now receives the same aid per capita. 

shared-tax system resulted in wide 


Report of the Commission on Municipal Rev- 


tmues and Reduction of Real Estate Taxes (Albany, 
1946), p. 19. 
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variations in aid per capita, which were 
completely unrelated 1 the needs and 
abilities of localities and provided larger 
amounts of per capita assistance to 
wealthier communities than to poorer 
communities. Second, the shift to per 
capita grants has probably marked the 
final repudiation of the “ source ” con- 
cept in the allocation of State aid; un- 
der this approach, much of State aid was 
distributed in proportion to the amount 
of certain State tax receipts collected in 
each local unit. Under the per capita 
grant system—the first state program in 
the United States which provides for 
grants-in-aid for general governmental 
activities—it becomes possible to allo- 
cate local assistance for general pur- 
poses in terms of each local unit’s needs 
and financial ability. Although the 
Moore Plan does not go this far, it does 
open the way for future introduction of 
an equalizational grant which will en- 
sure the maintenance of local activities 
at a socially acceptable minimum level. 


WELFARE GRANTS 


The second major alteration in State 
finances under the Moore Plan was the 
raising of the State’s contribution for 
four major welfare programs. The 
1946 report of the Moore Commission 
recommended that the local share of ex- 
penditures for the four State-aided pro- 
grams be reduced to 20 per cent of the 
total local expenditures and that the 
State assume the difference between 80 
per cent of the cost and the Federal 
contribution. For home relief, there is 
no Federal contribution, so the State 
was to assume the entire 80 per cent. 
The State’s contribution for the other 
three types of assistance was to vary 
because of differences in the formulas 
for Federal grants. The higher level 
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of State aid was to be made retroactive 
to January 1, 1946. The entire set of 
recommendations was enacted in March, 
1946, and since then has determined the 
levels of State aid for welfare purposes. 

The Moore Commission estimated the 
increase in State aid under its program 
at $20.9 million (at 1944 price level 
and case load). Table 3 indicates that 
the increase under 1950 conditions was 
about $63.9 million. In recent years 
welfare needs have been low compared 
with the average that will probably be 
experienced over a complete business 
cycle. If business activity were to de- 
cline seriously, State welfare grants 
would increase sharply. Over any com- 
plete cycle, State aid in this area will be 
significantly higher under the current 
formulas than under the prior formulas. 
The major portion of aid will be 
granted at the time when localities’ 
financial problems are most severe. 

Local welfare expenditures have risen 
sharply in the postwar period, despite 
the high levels of national income; and 
State welfare grants have increased ac- 
cordingly. The public assistance case 
load in New York State in 1949 was 
only 258,000; this was below the aver- 
age of 301,000 in 1942 and only 20 per 
cent above the average of 214,000 for 
1943, a year of intense labor shortage. 
Thus, the welfare program has been 
operating since the war with something 
close to the irreducible minimum of 
public charges. Nevertheless, State wel- 
fare grants to localities rose from $71.4 
million in fiscal 1947 to $143.2 million 
in fiscal 1950. This increase resulted 
from the higher cost of relief budgets 
rather than from a rise in the number 
of public assistance cases. 


14 Governor Dewey’s budget message of February 
1, 1950, New York Times, February 2, 1950, p. 16. 
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The unexpected sharp increase jg 
State welfare costs in this prosperous 
period apparently raised doubts in the 
minds of the present State administra. 
tion as to whether the State can of 
should bear such a large portion of 
total welfare costs. Although both the 
1946 commission report and Governor 
Dewey’s 1946 budget message accepted 
the proposition that the State should 
bear the “ shock of rapidly pyramiding 
relief costs” in the “event of a major 
economic depression,” *® the difficulty 
seemed to be that, in the event of 4 
major depression in the near future, 
State welfare grants would rise, not 
from a prosperity level of $70 million, 
but from a prosperity level of $140 mil 
lion. There were hints in several bud 
get messages that Governor Dewey wat 
by no means happy with the present 
grant formulas. For example, he stated 
in his 1950 budget message: ‘* Whether 
this obligation [to support local welfare 


functions under the current formulas} 


can continue to be borne by the State 
without impairing State finances de 
pends upon many factors, not all of 
which can yet be fully assessed. Much 
will depend on experience this year. “« 

It seems that the implications of the 
1946 welfare grant changes had not 
been fully appreciated. The State a 


sumed the bulk of financial —- 


bility for the portion of the wi 
programs which the Federal Goma 
ment does not support. It should 
expected to bear the burden of 
variations, pleasant or unpleasant, if 


the need for welfare expenditures. he 


15 Report of the Commission on Munie ‘ 


Revenues and Reduction of Real Estate Tost, 7 
(Albany, 1946), p. 21. % 


16 New York Times, February 2, 1950, p. 1 
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State certainly would have been in a far 
worse position if the expected postwar 
depression had occurred, for welfare 
needs would undoubtedly have been far 
greater and revenues far less. Would 
the governor then have cast doubts on 
the ability of the State to pay the bulk 
of welfare costs? If so, what would 
have become of the whole philosophy 
behind the Moore program? 

The raising of the State contribution 
to local welfare programs was not in- 
tended to stimulate expenditures but to 
transfer a portion of the existing local 
financial burden. It is difficult to de- 
termine the effect of the Moore Plan on 
the efficiency of local welfare adminis- 
tration. The State and Federal Govern- 
ments were already contributing a sub- 
stantial share of the cost of welfare 
functions prior to 1946 and the locali- 
ties were already subject to considera- 
ble temptation to relax administrative 
standards. It would seem logical, how- 
ever, to have expected the raising of the 
State contribution to have intensified 
this situation. 

Technically the State has the power 
through administrative action to con- 
trol local expenditure in this field. In- 
creased local expenditure can come 
about through raising the amount of aid 
granted to each type of welfare recipi- 
ent and by relaxing standards of eligi- 
bility. Although there are no statutory 
maxima for local payments to relief 
dients, the actual budgets for each type 
of client are subject to review by the 
State Department of Social Welfare; 
only approved payments to welfare 
cases are reimbursed by the State. Sur- 
Yiillance of the amount of aid granted 
to each type of recipient would seem, 
O paper at least, to be relatively 
straightforward. On the other hand, 
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effective State control of standards of 
eligibility is undoubtedly much more 
difficult. 


The major investigation of New 
York City’s welfare system, undertaken 
by the State Board of Social Welfare in 
1947 and 1948, confirmed this view. 
In its final report, the board concluded 
that there had been a serious breakdown 
in the operation of the City’s Depart- 
ment of Welfare. It said: “ The evi- 
dence disclosed only comparatively few 
so-called ‘luxury’ cases. . . . Grants 
for food and clothing . . . [had] not 
kept up with the increased cost of liv- 
ing.” Rather the welfare department 
had “ failed to establish eligibility for 
many persons in receipt of public 
assistance.” Indeed, “eligibility ... 
[had] been established in less than half 
of the cases.”** Although it may be 
debatable whether the City’s welfare 
administration would have been sig- 
nificantly more efficient had the pre- 
1946 formulas continued, it cannot be 
questioned that under either system of 
State aid the problem of effective con- 
trol of welfare expenditures is unsolved 
and that this problem was made more 
difficult by the reduction in local sup- 
port of welfare functions. 


No other local function in New York 
State receives such a small percentage 
contribution from the governmental 
unit actually making the expenditure. 
A traditional doctrine of public finance 
is that administrative efficiency can be 
achieved only by requiring governments 
to obtain by their own efforts revenue 
sufficient to meet their expenditure 
needs. This doctrine has been increas- 


17 New York Times, March 23, 1948, p. 22. 
See also, Public Social Services in 1948, 82nd An- 
nual Report, New York State Department of Social 
Welfare (Albany, 1949), pp. 9-17. 
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ingly relaxed in the recent past to al- 
low for substantial assistance by other 
levels of government, provided, how- 
ever, that the recipient units still raise 
substantial sums for the support of the 
aided functions. Even this requirement 
no longer holds for the major welfare 
activities in New York State. Why 
then is there no consideration of the 
possibility of direct State assumption of 
these programs? A typical answer is: 
“‘ the extremely personal nature of wel- 
fare services makes local administration 
desirable. Knowledge of local condi- 
tions and adaptation of the service to 
these conditions are important.” ? It 
is questionable whether this can be seri- 
ously maintained with regard to the 
larger cities, which include considerably 
more than half of the State’s population 
and account for far more than three- 
quarters of the total welfare expendi- 
tures. Even if this argument is given 
some weight, the deleterious effect on 
local administrative efficiency of a con- 
tribution of only 20 per cent would still 
seem to be decisive. Surely a more de- 
sirable system of distribution of welfare 
aid would involve direct State exercise 
of the major welfare functions. If the 
State did not wish to finance the entire 
burden, it could still charge back to the 
respective communities their share of 
the cost, as is the current practice in 
county welfare districts to which cities 
and towns have turned over the social 
welfare functions. 

The assumption by the State and 
Federal Governments of 80 per cent of 
the cost of four major welfare programs 
did not eliminate the welfare financing 
problems of localities. These four pro- 


18 Report of the New York State Commission on 
State Aid to Municipal Subdivisions (Albany, 
1936), p. 146. 


[ Vox. IV 


grams do not comprise the entire list of 
local welfare activities. Among unsup. 
ported items, hospital care for the in. 
digent sick, adult institutional care, and 
foster care of children bulk large in 
many local budgets. In calendar 1945, 
total local expenditures for the four 
State-aided welfare programs amounted 
to $88.3 million, of which $32.9 million 
came from local revenue. In the same 
year, local expenditures on hospitaliza- 
tion for the indigent sick amounted to 
$41.1 million; on public homes, $5.3 
million; and on public institutions for 
children and child-placing agencies, 
$4.9 million.*® Local expenditures on 
these three programs totalled more than 
half of expenditures on the four State- 
aided programs and almost twice the 


local contribution for aided programs.” 


Welfare expenditures in New York 
City amount to almost three-quarters 
of all local expenditures on the State- 
aided programs. In the 1947-48 City 
budget, $142.2 million was allocated to 
the welfare department; $55.7 million, 
to the hospital department for the care 
of the indigent sick; and $20.7 million, 
to private welfare agencies in the chari- 
table institutions budget. Of this 
total of $218.6 million, the City’s con- 
tribution was $99.4 million (45.5 per 


19 Public Social Services in 1946, 80th Annu 
Report, New York State Department of Social Wel 
fare (Albany, 1947), pp. x, xi. 


20In calendar 1948 total local expenditure on the 
four aided programs amounted to $187.8 million of 
which $36.9 million came from local revenue. Ia 
calendar 1947 localities spent $66.7 million 
hospitalization, $7.4 million on public homes and 
$7.1 million on foster care of children (Public Social 
Services in 1948, 82nd Annual Report, New York 
State Department of Social Welfare [Albany, 1949] 
pp. xvi, xvii). ; 


21 Statement by (then) New York City welfatt 
commissioner, Benjamin Fielding, New York Timé, 
January 22, 1948, pp. 1, 4. 
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cent); the State’s, $88.5 million (40.5 

r cent); and the Federal Govern- 
ment’s, $30.7 million (14 per cent). 
Functions not supported by the State 
xcounted for about one-third of total 
welfare expenditures. 

Welfare functions which are financed 
wlely by the localities are subject to the 
same pressures from declining business 
«tivity, or inflation, as are State-sup- 
ported programs. Within this area the 
localities will find themselves with their 
traditional problems of rising welfare 
needs during depression periods. 


RESERVE PLAN 


The provisions governing the opera- 
tions of the two reserve funds estab- 
lished by the Moore Plan were described 
in detail in the previous article. A 
comparison of the present law with the 
plans suggested by the Mastick and 
Moffat Commissions,”” indicates a num- 
ber of important distinctions between 
the two types of funds. First, the 
Moore Plan provided for stabilization 
funds to cover practically all of the 
State’s tax system; the earlier proposals 
were for stabilization of the yields of 
only a limited number of taxes and for 
aseparate fund for each tax. Second, 
an attempt was made to prescribe 
minima for the present reserve funds by 
providing that withdrawals which bring 
tither fund to less than 25 per cent of 
is norm must be repaid within six 
years. Third, there is a maximum limit 
to which each fund can grow. Fourth, 
the norms established under the present 
lw are defined by the amounts of 


22 Report of the New York State Commission for 
the Revision of the Tax Laws (Albany, 1932); Re- 
hort of the Joint Legislative Committee on State 
Fiscal Policies, Legislative Document (1938), No. 
41 (Albany, 1938). 
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money currently spent, rather than by 
a moving average of the yields of the 
tax system. 

The implications of the last two dif- 
ferences are worthy of further analysis. 
The maximum levels of the two re- 
serve funds are set at 35 per cent of the 
State purposes fund norm and 45 per 
cent of the local assistance fund norm. 
No payments can be made to the funds 
which would raise them above these 
levels. Under these provisions, are the 
reserves likely to be large enough, under 
the most favorable conditions, to stabil- 
ize the State’s finances in even a mod- 
erately severe depression? 

In fiscal 1950, State payments for 
local assistance purposes amounted to 
almost 60 per cent of total State ex- 
penditures. If this ratio continues, it 
is difficult to see how there could be any 
decline in total State expenditures in the 
event of a decline in business activity. 
State expenditures for local assistance 
would be likely to increase substan- 
tially. Welfare grants would inevita- 
bly increase under depression conditions, 
with the State paying the difference 
between Federal contributions and 
80 per cent of the cost of four major 
programs. Per capita grants are sched- 
uled to increase by about $9 million 
when the 1950 census figures are offi- 
cially published and then will remain 
constant for ten years, regardless of eco- 
nomic conditions. Educational grants 
will shortly rise in response to the high 
postwar birth rate. These three sub- 
ventions together amount to about 90 
per cent of current State disbursements 
for local assistance. It is unlikely that 
the State would be able to reduce its ex- 
penditures on State purposes sufficiently 
to offset the probable rise in local as- 
sistance under depression conditions. 
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If the State were to bring the reserve 
funds to their maximum levels, they 
would currently total about 41 per cent 
of the combined expenditures from the 
general fund for local assistance and 
State purposes. If current levels of ex- 
penditure by the State were maintained 
and if State revenues were to decline as 
rapidly as they did between 1930 and 
1932, the maximum funds would be ex- 
hausted in a little more than two 
years.**> If these declines were to take 
place from the approximately balanced 
budget levels of today, the beginning of 
the third fiscal year would find the 
combined reserve funds holding de- 
posits of slightly less than 3 per cent of 
the State’s then-current expenditures. 
The start of the fifth fiscal year would 
find the State faced with the necessity 
of repaying about one-third of its sec- 
ond-year withdrawals. 

If State outlays increased, the funds 
would be exhausted somewhat earlier. 
If the decline in receipts were more 
moderate, it would take somewhat more 
than two years to exhaust the funds. 
In any case, the reserve funds, at their 
maxima, could carry the State through 
not much more than two years of fall- 
ing revenue. Resort would then have 
to be made to borrowed funds. 

Another significant difference be- 
tween the Moore Plan and previous re- 
serve plans is the definitions of the 
norms for the reserve funds. The two 
norms under the present law, although 
technically conforming to the word- 
ing of the authorizing constitutional 
amendment, actually differ significantly 
from the provisions envisaged by those 
who had made the original reserve fund 


23 State receipts in 1931 were about 13 per cent 
below 1930, and receipts in 1932 were about 25 
per cent below 1930. 
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proposals, including Abbot Low Moffat, 
the drafter of the constitutional amend. 
ment.** In fact, the norms fundamen. 
tally alter the scope of the reserye 
program. The earlier suggestions con. 
templated the establishment of norms 
equal to the expected cycle averages of 
the yields of the relevant taxes. The 
State would have had available for ex. 
penditure only the amount indicated by 
the norm. Broadly speaking, the gov- 
ernor would have been forced to budget 
for an addition to the reserves in pros 
perous times, when current yields were 
higher than the norm, and for a with 
drawal from the reserves in depressions, 
when the yields were below the norm. 
Under the present law, the norm for 
each reserve fund is defined as the 
amount spent during the current year. 
This lifts all restrictions on the gover- 
nor’s activities. He can now presenta 
balanced budget to the legislature, or 
budget for a surplus or deficit, as he de- 
sires, subject, of course, to the maxi- 
mum and minimum restrictions on the 
reserve funds. The definition of the 
norms changes the reserve plan froma 
mandatory program to a discretionary 
one. The governor and the legislature 
now determine whether the reserve pro- 
gram will be successful. 

Table 4 summarizes operations of the 
reserve funds over the period 1946-50. 
Three entries in this table require ex- 
planation. The first two entries are the 
transfers of April 1, 1946. To start the 
reserve funds, Governor Dewey, in his 
budget message of January 31, 1946, 
proposed that $40 million be transferred 
to the State purposes reserve fund on 
April 1 and $10 million be transferred 


24 As indicated in a personal letter from Mt 
Moffat to the writer. 
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to the local assistance reserve fund on 
that date, out of the expected surplus 
for fiscal 1946.7° This suggestion was 
enacted as part of the Moore program,”® 
and out of the surplus of $188 million 
in fiscal 1946, $50 million went to 
prime the reserve funds.*’ That year 


TABLE 4 
OPERATIONS OF Reserve Funps, 1946-50 
(In millions of dollars) 





—_—— _— 








State Local 
Purposes Assistance 
Item Reserve Reserve 
Fund Fund 
Additions and with- 
drawals (-): 
April 1, 1946 ..... 40.0 10.0 
March 31, 1947 ..... 15.4 43.3 
March 31, 1948 ..... 3.6 3 
March 31, 1949 ..... -3.1 5.4 
March 31, 1950 ..... 48 -13.9 
Net income from invest- 
ments, 1946-50 ........ 13 ‘ 
Balance, March 31,1950.. 62.2 456 





Source: 1950 Report of the Comptroller, p. 4. 


was the last with a large war-created 
surplus. The third item of special in- 
terest in Table 4 is the transfer of $43.3 
million to the local assistance reserve 
fund in fiscal 1947. Only $6.2 million 
of this amount represented the operat- 
ing surplus of the local assistance fund. 
The remainder was a reflection of 
changes in bookkeeping incident to the 
adoption of the Moore Plan. In fiscal 
1947 only three per capita grant pay- 
ments were made from the local assist- 
ance fund, and the fourth regular pay- 


25 New York Times, February 1, 1946, pp. 48-49. 


261946 Laws of New York State, chap. 303, sec. 
S. 


27 The remainder was transferred to the postwar 
feconstruction fund (now called the capital con- 
struction fund). 
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ment of $29.7 million was transferred 
to the reserve. A further transfer of 
$7.4 million to the reserve resulted from 
the change in method of distributing 
upstate counties’ share of motor vehicle 
and fuel taxes.”* 

The other transfers and withdrawals 
represent operating surpluses and defi- 
cits. Exclusive of investment income, 
the State purposes reserve fund increased 
by only $20.7 million between April 1, 
1946, and April 1, 1950, and the local 
assistance reserve fund increased by 
$35.1 million during the same period. 
The local assistance reserve fund, how- 
ever, received the above-mentioned 
nonrecurring bookkeeping windfall of 
$37.1 million in 1947; its operating loss 
over the four years was $2.0 million. 
Net transfers to the two reserve funds 
out of operating surpluses amounted to 
only $18.7 million. 

The apparent intention of the Moore 
Commission was to keep the two funds 
above 25 per cent of their norms; re- 
payment of withdrawals which bring 
either fund below that level are com- 
pulsory. Despite nonrecurring addi- 
tions, the reserves have remained far 
below the 25 per cent minimum and 
with one exception have steadily fallen 
in relation to the required minimum. 
The State purposes reserve fund at the 
close of the fiscal years 1947-50 con- 
stituted the following percentages of its 
norm: 1947, 19.8 per cent; 1948, 18.8 
per cent; 1949, 17.4 per cent; 1950, 
17.2 per cent. The local assistance fund 
amounted to the following percentages 
of its norm at the end of these fiscal 


28 Governor Dewey’s budget messages of January 
31, 1946 (New York Times, February 1, 1946, pp. 
12-13) and of January 30, 1948 (New York Times, 
January 31, 1948, pp. 8-9). 
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years: 1947, 16.7 per cent; 1948, 13.8 
per cent; 1949, 14.8 per cent; 1950, 9.0 
per cent. 

This record was made in a period 
when the nation and the State were ex- 
periencing unprecedented prosperity. 
If reserve funds are not raised in such 
years, when can it be expected that the 
State will be able to raise them? 

This question may now have become 
academic in view of the increasing 
likelihood that the nation is facing a 
long period ‘in which large military 
budgets will result in increasing levels 
of income and prices. But no longer 
ago than the winter of 1949-50 just the 
reverse was expected by many. As re- 
cently as December, 1949, for example, 
New York City Welfare Commissioner 
Raymond Hilliard was predicting that 
the home relief case load in New York 
City would increase one-third by June, 
1951.7® Surely, the alterations in the 
international scene which are largely de- 
termining the change in the national 
economy were not within the range of 
vision of the State administration. And 
it is certainly no justification of the 
course followed over the last four years 
that inflation has now become the most 
likely prospect for the future. The ap- 
parent lesson to be learned from this 
experience is that it is extremely diffi- 
cult politically, perhaps even impossible, 
to effect a rational fiscal policy in 
periods when incomes are high and 
prices are rising, as long as the imple- 
mentation of the policy is discretionary. 
This is pointed up more sharply by the 
fact that the State governor and legis- 
lature were of the same political party. 
The history of these years, in the State 


29New York Herald Tribune, December 27, 
1949, p. 1. 
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as well as the nation, suggests that 
“built-in flexibility,” ie., changes in 
government taxing and spending policy 
that automatically go into effect at pre. 
determined levels of income, employ. 
ment, and prices, may be required to 
overcome basic political obstacles to 
sound fiscal policy at the peak of the 
business cycle.*° 


EVALUATION 


The primary goal of the Moore pro- 
gram was the easing of the financial 
burden which localities must bear in 
times of business depression. The shift 
from the shared-tax system to the per 
capita grant system and the increase in 
the State’s contribution to local welfare 
activities were for this purpose. It 
seems clear that the Moore Plan would 
have been successful in achieving this 
end, had circumstances put it to the 
test. Localities would certainly have 
been far better able to withstand a de- 
pression under the new program of 
State aid. This was the major contribu- 
tion of the Moore Plan. 

From the State’s viewpoint, the out- 
look is less sanguine. It was, of course, 
realized that the plan would entail a 
heavy financial burden on the State in 
periods of declining income. The re- 
serve plan was intended to help meet 
this problem, but the reserves have not 
accumulated sufficient funds to be of 
major value in depression periods. On 
April 1, 1949, the combined reserve 
funds held balances equal to only 19 per 
cent of total State expenditures in fiscal 
1949; on April 1, 1950, the balances 
amounted to only 12 per cent of 1950 
expenditures. As a result, the State ad- 


30 Cf. “ The Problems of Economic Instability, A 
Committee Report,” Donald H. Wallace, chairman, 
American Economic Review, XL (September, 1950); 
$24-25. 
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ministration began to feel restive under 
the commitments of the aid program. 
Governor Dewey in his 1950 budget 
message indicated that it might be 
necessary to lower the State’s percent- 
age share of local welfare expenditures. 
Although this particular suggestion may 
have been merely one gambit in the tra- 
ditional political bargaining between 
the State and the localities, it does un- 
derline the very strong likelihood that 
the State would have confronted serious 
difficulties in meeting its increased 
financial responsibilities had business 
conditions taken a turn for the worse. 
It is indeed doubtful that the State is 
any better prepared, at the present mo- 
ment, to meet such responsibilities than 
it was in 1930, at the onset of the great 
depression. 

The Moore Plan also has considerable 
interest in relation to the role of the 
Federal Government under current 
schemes for economic stabilization 
through fiscal policy. Those who have 
studied the efforts of the Federal Gov- 
ernment to lift the nation out of the 
depression of the 1930’s have often 
ascribed the lack of effectiveness of 
these activities, in part, to the perverse 
behavior of state and local finances.*" 
In brief, the argument is that state and 
local governments have increased spend- 
ing in prosperous times and reduced it 
in depressed periods, that they have re- 
duced tax rates in prosperous times and 
taised them in depressed periods, and 


81Cf, Alvin H. Hansen and Harvey S. Perloff, 
State and Local Finance in the National Economy 
(New York, 1944), pp. 48-69; George W. Mitchell, 
Oscar F. Litterer, and Evsey D. Domar, Public 
Finance and Full Employment (Postwar Economic 
Studies, No. 3, Board of Governors of the Federal 
Reserve System, Washington, D. C., 1945), pp. 
101-30; Henry H. Villard, Deficit Spending and the 
National Income (New York, 1941), pp. 288-94, 
592-413, 
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that their borrowings are high in pros- 
perous periods and low or negative in 
depressed periods. 

The Moore Plan, if effectively carried 
out, would tend to reduce these ob- 
stacles to effective antidepression policy 
on the part of the Federal Government. 
If similar programs were enacted in 
other states, this result would be 
strongly reinforced. Local expenditures 
on current operations could be more 
readily maintained, and even expanded 
in the welfare field, without recourse to 
increased local tax revenues. State 
grants for general governmental activi- 
ties would remain at stable levels, in- 
stead of falling with declining incomes; 
state aid for welfare activities would 
rise as needs increased. 


On the State level, if the reserve plan 
were as powerful a weapon as originally 
hoped, the State would in effect be en- 
gaging in counter-cyclical fiscal activ- 
ity. The cash inflow to the State Gov- 
ernment would be greater than the cash 
outflow in periods of high incomes, the 
difference being deposited in the reserve 
funds; in depressed periods, the funds 
would be drawn on to provide for the 
excess of State expenditures over re- 
ceipts. The doubts previously raised 
concerning the effectiveness of the re- 
serve scheme, as now operated, do not 
invalidate this conclusion as far as de- 
pression financing is concerned, for it is 
probable that the State has permanently 
committed itself to the broad objectives 
of the Moore program. Even the col- 
lapse of the reserve plan would not 
necessarily prevent the State from ful- 
filling these objectives. Borrowing in 
times of depression would permit the 
State to carry out its commitments, 
while achieving the economic stabiliza- 
tion results of an effective reserve plan. 
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This analysis describes the contribu- 
tions of the Moore Plan toward sound 
local and State finances and rational sta- 
bilization efforts under conditions both 
of reasonably high and reasonably low 
incomes. If current forecasts of a long- 
term inflationary spiral prove correct, 
the picture will be somewhat changed. 
Localities will find themselves under in- 
creasing pressure from rising costs. 
Neither property tax revenue nor State 
aid, under current formulas, is likely to 
increase correspondingly. Under such 
conditions, local units may well find 
that they made a poor bargain with the 
State in 1946, and the State may be 
forced to reconsider the whole State- 
local financial relationship once again. 

When the Moore Plan was enacted, 
its proponents acclaimed it as a compre- 
hensive and permanent revision of 
State-local fiscal relations.** Actually, 
the plan was in no sense a “ final solu- 
tion ” of the problems. It consisted of 
a forward-looking set of changes in one 
important segment of the State’s finan- 
cial structure and accomplished these 
changes within the traditional frame- 
work of State-local relations. Other 
aspects of State aid have required re- 
consideration since the passage of the 
bills comprising the Moore program. 
For example, educational grants, which 
were increased in 1945, were raised 
again in 1948 and 1949.*° Similarly, 


32 See, for example, report of radio broadcast by 
Governor Dewey, April 24, 1946, New York Times, 
April 25, 1946, p. 23; also editorials, New York 
Times, February 11, 1946, and February 8, 1947. 


33 The 1948 changes included, principally, the 
raising of the amount paid by the State to localities 
to $200 per student in average daily attendance 
during the three preceding school years in the ele- 
mentary grades (full-time kindergarten and grades 
1-6), and $240 per student in the academic grades 
(grades 7-12), minus the yield of a 7 mill tax on 





[ Vou. IV 


grants to counties and cities for the sup- 
port of public health activities were in- 
creased beginning January 1, 1947; 
these grants totalled $19.7 million in 
fiscal 1950, compared with only $1.1 
million in fiscal 1946 and 1947.** The 
State is now increasing aid to localities 
for expenditures on libraries and on 
hospital care and treatment of tubercu- 
lar patients. The State has been aware 
of problems in local finance other than 
those treated by the Moore Plan and 
has continued to alter its pattern of 
State aid accordingly. 

Further, the limitation of the Moore 
Plan to a revision of the technique of 
State aid involved an implicit assump- 
tion that no alternatives were open to 
the commission. The possibility that 
a reallocation of functions might meet 
needs more adequately seems to have 
been passed over rather quickly by the 
commission. Except for the lone state- 
ment that “unless local government 
officials administer . . . [the] _ social 
[welfare] programs efficiently, eco- 
nomically and in the best interests of 
the welfare recipient, abuse of the op- 
portunity granted might lead to inva- 
sion of, or the loss of, local administra- 
tion,” * no reference to this question 
can be found in the commission’s re- 
ports. 





the full value of real property in the school dix 
trict, subject to the traditional 5 mill check (1948 
Laws of New York State, chap. 116). The 1949 
formula required the State to pay to each school 
district $200 per elementary student and $253 pet 
academic student, minus the yield of a 5.66 mill 
tax, subject to a 5.66 mill check (New York State 
Laws of 1949, chap. 377, sec. 1). 


341950 Comptroller’s Report, p. 145. 


35 Report of the Commission on Municipal Rew 
enues and Reduction of Real Estate Taxes (Albany, 
1946), p. 21. 
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During the recent past, the State has 
refused to consider direct assumption of 
any functions currently borne by the 
localities. It has attempted to influence 
the quality and quantity of these local 
functions through grants and through 
administrative action. The extreme 
position in this regard was taken in the 
enactment of the so-called “ cafeteria ” 
plan of recent years, under which vari- 
ous localities were granted the right to 
impose any of a number of new minor 
local taxes. However, the continued 
growth of State aid indicates that there 
might yet be considerable merit in re- 
assessing the roles of the State and lo- 
calities. Surely, a strong argument 
could be made for the assumption by 
the State of the portion of the social 
welfare program to which the localities 
now contribute only 20 per cent of 
total cost. 
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Finally, economic developments al- 
ready under way may well require the 
evolution of State-local fiscal relations 
in new directions. A long period of in- 
flationary pressure will undoubtedly 
necessitate a re-examination of such re- 
lationships and involve a quite different 
approach to the financial problems of 
localities. 

The Moore Plan, despite its many 
merits, is not the final answer to the 
problems of State-local relations. There 
were changes in State aid procedures be- 
fore the plan; there were changes con- 
current with the adoption of the plan; 
there have been changes since the plan 
was adopted. The program itself had a 
limited set of objectives and appears 
likely to achieve only a portion of them. 
As time passes, new problems come to 
the fore and their treatment, as always, 
requires new programs and techniques. 
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The Effects of Taxation on Foreign Trade 
and Investment. By Fiscat DIvisioN OF 
THE DEPARTMENT OF ECONOMIC AF- 
FAIRS, UNITED Nations. Lake Success, 
New York: February, 1950. Pp. 87. 
(Distributed by Columbia University 
Press, 50 cents.) 

This study is primarily concerned with 
the effects of various domestic tax programs 
on international capital movements and on 
the volume of international trade. The text 
of the report contains a large number of 
illustrations of tax practices as they relate 
to international transactions. The appendix 
provides in systematic form the provisions 
of various international agreements and 
conventions designed to eliminate or soften 
the overlapping and duplicating features of 
different tax structures. The assembling of 
this information in compact form consti- 
tutes the main value of the report. 

The anonymous authors take the position 
that tax measures play a subordinate role as 
barriers to international transactions. In 
their opinion, fears of political and economic 
instability, outright prohibitions and limita- 
tions on trade, and direct controls arising in 
connection with shortages of foreign ex- 
change are the main obstacles to interna- 
tional investment and trade. This position 
makes the justification of the study some- 
what questionable. If the fundamental 
premise is granted, and certainly a case can 
be made for it, taxation has little importance 
either as a stimulant or as a barrier to trade. 
Consistent with this position, import duties, 
the classic tax device to reduce trade, are 
given only incidental attention. 

The report places considerable stress on 
the dangers of tax concessions designed to 
attract foreign investment. Such policies 
may rob a domestic tax program of what 
equity basis it has and in addition occasion 
considerable financial embarrassment to the 
government of the capital-importing coun- 
try. The reviewer sympathizes with this 
point of view. But the contrary opinion is 


widely held. Many regard the doctrine of 
“taxation for revenue” as the ultimate in 
unsophistication. The “incentive” ap. 
proach, however, implies an endorsement of 
discriminatory taxation. Although for- 
mally a case can be made for such tax 
measures with respect to domestic or inter- 
national programs, in practice they com- 
monly degenerate into mere special privilege, 
Our notorious special depletion allowances 
for mineral enterprise are illustrations of 
such an unfortunate result in this country, 
Many similar cases of unjustified tax con- 
cessions granted in connection with inter- 
national transactions are cited in the report. 
Nondiscrimination is a sensible objective of 
tax policy and ought not be sacrificed 
lightly merely because tax concessions might 
conceivably achieve worth-while ends, 
Outright subsidies are usually a better 
method. They permit a more intelligent as- 
sessment as to whether or not the likely 
gains are worth the cost. 

The report would have greater value if 
detailed attention were paid to those tax de- 
vices such as import duties which do appear 
to restrict trade even in the presence of the 
other barriers recognized by the authors. 
Perhaps such a procedure would have been 
too “ theoretical ” to be consistent with the 
purposes of the report. As it stands, the 
report does contain a number of generaliza- 
tions, but the analysis in support of them 
is mainly of the sub rosa variety. One sus- 
pects that the writers felt obliged to make 
the study appear merely descriptive when, 
in fact, worth-while results would have re- 
quired detailed analysis. For this reason the 
report does not add much to our knowledge 
of how taxes affect international trade and 
investment. The information gathered to- 
gether in this report does, however, provide 
to interested students some assistance in as- 
sessing the relevance of taxation on intef- 
national economic relations. 


Ear R. ROLPH 
University of California, Berkeley 
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EXCESS PROFITS TAX 


A student, tax practitioner, business ex- 
ecutive, or other interested citizen wishing 
to understand why the excess profits tax 
was enacted and why it took the form it 
did may begin his studies by examining sev- 
eral official documents of the 81st Congress, 
2d session. These include: hearings before 
the House Ways and Means Committee 
(959 pages) ; report of the Ways and Means 
Committee (82 pages); hearings before the 
Senate Finance Committee (866 pages) ; re- 
port of the Senate Finance Committee (42 
pages) ; report of the conference committee 
(25 pages). To this reading he may add 
the House, Senate, and conference bills and 
the debates reported in the Congressional 
Record. 


If, however, the investigator is over- 


whelmed by the bulk of the official docu- 
ments, he may get a good introduction to 
the subject by turning to five excellent 
summaries prepared by the Staff of the Joint 
Committee on Internal Revenue Taxation. 
These are: Federal Excess Profits Taxes (11 
pages, a legislative history of the excess 
profits tax from 1916 through 1945) ; Sum- 
mary of Excess Profits Tax Hearings before 
the Committee on Ways and Means (18 
pages) ; Summary of Principal Provisions of 
H.R. 9827 (The Excess Profits Tax Act of 
1950) as It Passed the House of Repre- 
sentatives (13 pages); Summary of Hear- 
ings before the Committee on Finance on 
H.R. 9827 (15 pages); and Summary of 
H.R. 9827 . . . as Agreed to by the Con- 
ferees (28 pages). These summaries were 
prepared, of course, for the House and 
Senate tax committees and other members 
of Congress, but they are extremely valuable 
to others who are interested in taxation. 
Unfortunately, only the summary of the bill 
as agreed to by the conferees, and as it 
finally passed, is available from the Super- 
intendent of Documents (price 10 cents). 
A limited number of copies of the other 
summaries may be available from the Joint 
Committee on Internal Revenue Taxation. 


FEDERAL BUDGET 


In addition to the complete Budget of the 
United States Government for the Fi:cal 
Year Ending June 30, 1952, which is more 
than 1,000 pages long, and the usual 
briefer volume containing the budget mes- 
sage of the President and summary state- 
ments, the Bureau of the Budget has again 
prepared a popular summary entitled The 
Federal Budget in Brief. ‘This attractively 
printed 44 page brochure contains a brief 
textual description of the principal pro- 
grams, a few summary statistics, and 21 
charts. It is for sale by the Superintendent 
of Documents for 20 cents. The Bureau of 
the Budget has available for distribution on 
request four reprints of special analyses in- 
cluded in the 1952 budget document. 
These are: “Investment, Operating, and 
Other Budget Expenditures ”; “‘ Federal Ac- 
tivities in Civil Public Works and Other 
Construction ”; “‘ Federal Aid to State and 
Local Governments ”; and “ Federal Credit 
Programs.” The analysis of Federal credit 
programs is a new one published this year 
for the first time. 


Accounts and Taxes. A partial record of 
the first Kentucky Institute on Account- 
ing and Tax Practioners’ Forum, Univer- 
sity of Kentucky. Lexington: University 
of Kentucky, 1950. (Bureau of Business 
Research Bulletin 21). Pp. iv +97. 

This publication includes papers presented 
at an institute organized by the College of 
Commerce, University of Kentucky, and 
the Kentucky Society of Certified Public 
Accountants with the cooperation of the 
Kentucky State Bar Association and the 
Louisville chapter of the National Associa- 
tion of Cost Accountants. The papers are 
as follows: ‘‘ Procedure and Practice before 
the Treasury Department,” by Aubrey R. 
Marrs; “ Planning Estates for Federal Taxa- 
tion,” by William J. Casey; “A Trust 
Officer’s View of Estate Planning,” by Bart 
A. Brown; “ What the Banker Expects in 
Reports by Certified Public Accountants,” 
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by George S. Allen; “‘ The Accountant’s 
Service to Small Business,” by Charles J. 
Gaa; “‘ The Use of Accounting Data in Eco- 
nomic Analysis,” by W. A. Paton; and 
“Current Accounting Problems,” by Car- 
man G. Blough. 


Retail Sales in Alabama. By G. B. Hot- 
LINGSWORTH, JR. University, Alabama: 
Bureau of Business Research, School of 
Commerce and Business Administration, 
University of Alabama, 1950. Pp. 23. 
50 cents. 

This report presents data on retail sales in 
Alabama for the three years 1947-49, drawn 
from sales tax returns submitted to the 
State Department of Revenue. Included 
are tabulations of net taxable sales and de- 
ductions, total taxable sales by counties, 
sales by types of business for the State as a 
whole, and sales by types of business in 
twelve selected counties. The data are not 
analyzed, but the author includes a useful 
introductory statement on nature of the 
data, definitions, and limitations. The 
study should be useful in market studies and 
in estimating the revenue effects of various 
sales tax exemptions. 


Kentucky Taxes Affecting Life Insurance. 
By CwHares R. Lockyer. Lexington, 
Kentucky: University of Kentucky, 1950. 
(Bureau of Business Research Bulletin 
22). Pp. vi+ 68. 

This study examines Kentucky State taxa- 
tion of life insurance premiums, taxation of 
life insurance proceeds under death taxes, 
and local taxation of life insurance business 
in Kentucky. Kentucky State and local 
taxes are compared with those in other 
states. A useful appendix contains a brief 
summary of the provisions of municipal and 
state life insurance taxes in the various 
states. In 1948 municipal taxes were im- 
posed mainly by cities in Alabama, Florida, 
Georgia, Kentucky, Louisiana, and South 
Carolina. 


1951 Guidebook to New York State In- 
come Taxes on Individuals and Fiduciar. 
ies. By Samuet M. Monatrt. Chicago: 
Commerce Clearing House, Inc., 1951, 
Pp. 263 (paper covers). $3. 

This volume is a detailed guide to the 
New York State income tax, annotated with 
references to the law and regulations. It 
contains checklists, specimen filled-in re. 
turns, illustrative computations, and ex- 
planations. Useful features include the 
comparison of State and Federal tax treat- 
ment of transactions and cross references to 
Federal law and regulations. 


Taxation Statistics, 1950. By [Canadian] 
Department of National Revenue, Taxa- 
tion Division. Ottawa: King’s Printer, 
1950. Pp. 181. 50 cents. 

This fifth annual report includes data on 
collections of income tax, excess profits tax, 
and succession duties; and statistics drawn 
from individual and corporation returns for 
1948. An interesting feature not usually 
found in United States reports is a tabula- 
tion of individual returns by occupation, 
Individual returns are also tabulated by 
place of residence. Succession duties are 
analyzed by sex and age of decedent. Cor- 
porate data include balance-sheet items, 
capital expenditures, and a classification of 
returns by type of owner. 


The New York City Tax System. By 
Chamber of Commerce of the State of 
New York. New York, 1951. (65 
Liberty Street, New York 5, N. Y.) Pp. 
11. 

This pamphlet contains a brief descrip- 
tion of the principal taxes imposed by New 
York City and summary statistics on gen- 
eral City operating revenues in the yeaf 
ended June 30, 1950. In that year total 


general operating revenues amounted to 
$1,138 million, of which 44 per cent came 
from the property tax, 12 per cent from 
sales and use taxes, 8 per cent from other 
taxes, 23 per cent from State aid, and 4 pet 
cent from Federal aid. 
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NEW MEMBERS 


CALIFORNIA 


Mr. Lane L. CANTRELL 
855 North Vermont Avenue, Los Angeles 27 
Mr. W. RayMonp Hart, Secy.-Treas. 
Grand Central Aircraft Co. 
1310 Airway, Glendale 1 
Mr. Marcet A. Krart 
Tax Administration Consultant 
Economic & Scientific Section IRD, SCAP 
APO 500, c/o Postmaster, San Francisco 
Mr. Rex Racan, School of Commerce 
University of Southern California 
University Park, Los Angeles 7 


COLORADO 


Mr. Ronatp K. Carlson 
Department of Economics 
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Mr. CuHares E. Hassett, Atty. 
Hassett & Marshall 
834 Majestic Building, Denver 2 


ILLINOIS 


Mr. Epwarp J. Wricnt, Tax Atty. 
Illinois Centrat R. R. Co. 
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Mr. W. J. Moore, Jr., Exec. Vice Pres. 

Hotel Last Frontier, Las Vegas 
Mr. GRAHAM SANFORD 

Box 1013, Minden 
SEMENZA & KoTTINGER, C.P.A.s. 

29 E. First St., Reno 


NEW YORK 


AGRICULTURAL Economics LIBRARY 
Warren Hall, Cornell University, Ithaca 
Mr. James E. JoHNSON, Supt. 
Taxes & Insurance, Western Electric Company 
195 Broadway, New York 7 
Mr. W. Linpow 
Irving Trust Company 
Main Office, Investment Review 
1 Wall St., New York 15 _ 
Mr. Freperic D. Martin, Asst. Cont. 
New York Central Railroad Company 
466 Lexington Avenue, New York 17 
Rep, CARROLL, OsBorNE, Public Accountants 
2130 Madison Avenue, New York 26 
Mr. RicHarp C. PicKERING, Economist 
Finance Study, Mayor’s Committee on Management 
Survey of the City of New York 
3 Monroe Place, Brooklyn 2 


OREGON 


Mr. C. Warp Macy 
Department of Economics 
University of Oregon, Eugene 


PENNSYLVANIA 


Mr. Eucene A. Connirr, C.P.A. 
717 Park Building, Pittsburgh 19 
Mr. J. A. Wooptez, Audit Supervisor 
The Lake Terminal Railroad Co. 
2515 Grant Building, Pittsburgh 19 


95 














96 NATIONAL TAX JOURNAL 


RHODE ISLAND 
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